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CHAPTER I
THE PROBLEM AW  DEFINITIONS OP TERMS USED
U n t i l  v e ry  r e c e n t l y  t a x a t i o n  was th o u g h t  o f  i n  te rm s  ©f p r o p e r ty  
v a l u a t i o n s , a s s e s s m e n ts  and l o c a l  g o v e rn m e n ts .  Taxes b ro u g h t  t o  mind 
m a in ly  p r o p e r t y  t a x e s  and i f  t h e  t h i n k e r  was in  an a rg u m e n tiv e  mood, th e n  
he m ig h t  p o s s i b l y  remember t o  f u s s  a l i t t l e  a b o u t th e  F e d e ra l  Income 
Tax and w hat a n u is a n c e  i t  was t o  have to  b o t h e r  w i th  as  f a r  as he was 
c o n c e rn e d .
W ith  t h e  i n c r e a s e d  govern m en ta l  a c t i v i t i e s ,  t h e  s h i f t  from l o c a l  to  
c e n t r a l  r e s p o n s i b i l i t i e s  and th e  i n c r e a s i n g  scope o f  n a t i o n a l  d e f e n s e ,
$11 b r in g i n g  enorm ously  in c r e a s e d  revenue  r e q u i r e m e n t s , i t  has  been  n e c e s ­
s a ry  t® i n c r e a s e  t a x e s  u n t i l  now th e  a t t e n t i o n  p a id  t o  t a x  problem s o f ­
t e n  means t h e  d i f f e r e n c e  be tw een  w h e th e r  an  economic u n i t  shows a p r o f i t  
®r a l e s s .
I .  THE PROBLEM
For v a r io u s  r e a s o n s  n o t  im p o r ta n t  t o  t h e  p u rp o se s  o f  t h i s  p a p e r ,  
t h e  government d e c id e d  t© © b ta in  t h i s  a d d i t i o n a l  revenue  by income t a x e s .  
As a r e s u l t  ©f t h i s  d e c i s i o n  and t h e  i n c r e a s e d  t a x  base  n e c e s s a r y  to  c a r ­
ry  i t  ©ut a lm o s t  e v e ry  p e r s o n  in  our s o c i e t y  i s  a c c u t e l y  c o n sc io u s  o f  i n ­
come t a x e s .  Many b©oks have b een  w r i t t e n  c o v e r in g  th e  I n t e r n a l  Revenue 
Cede, b o th  s p e c i f i c a l l y  and g e n e r a l l y ,  and t h e r e  have been  works on th e  
p r a c t i c a l  s i d e  r e l a t i n g  t o  how t h e  o r d in a r y  f a rm e r  s h o u ld ’ f i l l  out h i s
2r e t u r n ,  b u t  s in c e  t h e  I n t e r n a l  Revenue Cede does n o t  t r e a t  f a rm e rs  as 
a s e p a r a t e  c l a s s i f i c a t i o n ,  t h e r e  1 i s  a p a u c i t y  o f  w r i t i n g s  p r e s e n t i n g  a 
com prehens ive  com parison  ©f a l l  t h e  p r o v i s i o n s  as  t o  fa rm e rs  a s  c o n t r a s ­
t e d  w i th  o r d i n a r y  t r e a t m e n t  o f  t h e  p o i n t .
The pu rp o se  o f  t h i s  s tu d y  was ( l )  t o  s e g r e g a t e  a l l  p r o v i s io n s  i n  
th e  Cede r e l a t i n g  t© f a rm e r s ;  (2) t o  compare t h e  t r e a t m e n t  o f  fa rm e rs  
w i th  o th e r  income r e c i p i e n t s ;  and ( 3 ) t o  r e l a t e  t h e  p r o v i s i o n s  t o  th e  
p ro p e r  i tem s  ©m th e  Income Tax Forms.
I I .  DEFINITIONS OF TERMS USED
A cco u n tin g  P e r . ie d . The t a x a b l e  y e a r  ©f t h e  t a x p a y e r .
T axab le  Y e a r . The t a x a b le  y e a r  can be e i t h e r  a c a l e n d a r  o r  a f i s ­
c a l  y e a r .  I t  i s  a f i s c a l  y e a r  i f  i t  ends ©n th e  l a s t  day o f  any month 
© ther t h a n  December. I n  e i t h e r  c a s e  i t  m ust be tw e lv e  months u n le s s  th e  
C©nmissi©m d i r e c t s  o th e r w i s e .  The books and r e c o r d s  ©f th e  ta x p a y e r  
must be k e p t  on th e  same y e a r .
Cash R e c e ip ts  and D isb u rsem en ts  B a s i s . A method o f  a c c o u n t in g  
w hich i s  m anda to ry  f o r  t h e  t a x p a y e r s  who keep  in a d e q u a te  books o r  r e c o r d s .  
Under t h i s  m ethod w h e th e r  income or  expenses  o ccu r  in  th e  t a x a b le  y e a r  
©r n o t  i s  d e te rm in e d  by when th e y  a re  a c t u a l l y  o r  c o n s t r u c t i v e l y  r e c e iv e d  
©r p a i d .  I t  i s  n o t  n e c e s s a r y  t h a t  r e c e i p t  o r  payment be made i n  c a s h .
A c c ru a l  B a s i s . The income i s  t a x a b l e  when i t  i s  e a rn e d  and ex­
pen ses  a r e  d e d u c t io n s  as  soon as  i n c u r r e d .  T h is  form o f  a c c o u n t in g  must 
be fo l lo w e d  i n  b u s in e s s e s  r e q u i r i n g  i n v e n t o r i e s .  A nother way o f  s t a t i n g
3t h i s  r e q u i re m e n t  i s  t h a t  th e  a c c r u a l  b a s i s  m ust be used  where p r o d u c t i o n ,  
p u rc h a s e  ©r s a l e  o f  m e rc h an d ise  i s  an income p ro d u c in g  f a c t o r .
B a s i s .  A te rm  g e n e r a l l y  m eaning th e  c o s t  o f  p r o p e r t y .  B as is  i s  
t h e  r e f e r e n c e  p o i n t  f o r  d e te rm in in g  g a in  o r  l o s s .  B as is  g e n e r a l l y  i s  th e  
©est ©f th e  p r o p e r t y .  The I n t e r n a l  Revenue Code sometimes r e q u i r e s  t h a t  
b a s i s  be a d j u s t e d  t© a l lo w  f o r  t a x  a d v a n ta g e s  o r  d i s a d v a n ta g e s  a c c r u in g  
t® th e  t a x p a y e r ,  t h i s  i s  c a l l e d  th e  " a d ju s t e d  b a s i s " .  The b a s i s  o f  th e  
t a x p a y e r  may u n d e r  some c o n d i t i o n s  be a " s u b s t i t u t e d  b a s i s  " such  as 
when p r o p e r t y  has been a c q u i r e d  by g i f t  t h e n  th e  b a s i s  t o  t h e  donor w i l l  
be s u b s t i t u t e d  and become t h a t  o f  t h e  t a x p a y e r .  The b a s i s  t o  t h e  t a x ­
p ay e r  may be © ther th a n  c o s t  depend ing  on th e  p u rp o se  f o r  w hich th e  d e t e r ­
m in a t io n  i s  made.
T ax p a y e r . For t h e  p u rp o se s  ©f t h i s  p a p e r  a " ta x p a y e r "  may be an 
i n d i v i d u a l ,  a p a r t n e r s h i p  o r  a c o r p o r a t i o n .  Where th e  p r o v i s io n s  o f  th e
I n t e r n a l  Revenue Code t r e a t  any o f  th e  above in  a d i f f e r e n t  manner such  
/
t r e a tm e n t  and th e  c l a s s  ©f " ta x p a y e r "  i t  i s  a p p l i c a b l e  t o  w i l l  be s p e ­
c i f i e d ,
I I I .  ORGANIZATION
An a t te m p t  has  been  made t o  o rg a n iz e  t h i s  p r e s e n t a t i o n  a lo n g  th e  
l i n e s  o f  a t a x  r e t u r n .  There w i l l  be a g e n e r a l  e x a m in a t io n  o f  th e  r e ­
q u irem en ts  ©f t h e  Code and p a r t i c u l a r i t y  t o  whom i t  a p p l i e s  fo l lo w ed  by 
a d e t a i l e d  d i s c u s s i o n  o f  t h e  main i tem s  o f  a r e t u r n .  These may be o u t ­
l i n e d  b r i e f l y  as fo l lo w s :
k1 . w ha t may be e x c lu d e d  from  farm  income in  t h e  e n e r a l  economic
se n s e  t o  a r r i v e  a t  g ro s s  income f o r  t a x  p u r p o s e s ,
2 . w hat d e d u c t io n s  a r e  a l lo w a b le  f o r  a d j u s t e d  g ro s s  income,
3 . w hat r e q u i r e m e n ts  m ust be met t o  c o n s t i t u t e  e x p e n d i tu r e s  a s
© th er  d e d u c t io n s  t© a r r i v e  a t  n e t  incom e,
l±. w ha t  exem ptions  may th e  f a rm e r  t a k e  to t  a r r i v e  a t  t a x a b le  n e t  
in@©me. By t r e a t i n g  th e  above i te m s  in  s l i g h t l y  d i f f e r e n t  ways c e r t a i n  
t a x  a d v a n ta g e s  w i l l  be g a in e d .
CHAPTER I I
INTRODUCTION
I .  FARMS AND FARMERS 
The R e g u la t io n s  (See A ppendix f o r  a l l  p e r t i n e n t  r e g u l a t i o n s . )  
d e f in e  th e  te rm  "farm " a s  em brac ing  a l l  t h a t  t h e  te rm  c o n o te s  i n  th e  o r ­
d in a r y  se n se  i n  w hich  i t  i s  u s e d .  T h is  usage  in c lu d e s  s t o c k ,  d a i r y ,  p o u l ­
t r y ,  f r u i t ,  t r u c k  fa rm s ,  r a n c h e s ,  p l a n t a t i o n s  and any la n d  used  f o r  f a r -  
1
mimg o p e r a t io n s *  S t r a n g e l y  th o u g h ,  a l l  peop le  who o p e ra te  farm s a re  
n o t  fa rm e rs  n o r  a r e  fa rm e rs  o n ly  p e o p le  w i t h i n  t h e  t a x  c o n c e p t .  The same 
s e c t i o n  ©f t h e  R e g u la t io n s  c o n f in e s  t h e  te rm  “ f a r m e r s 1* t o  th o s e  o p e r a t in g  
a farm, f o r  p r o f i t  w h e th e r  th e y  be i n d i v i d u a l s ,  p a r t n e r s h i p s  o r  c o rp o ra ­
t i o n s  i f  t h e y  c u l t i v a t e ,  o p e r a t e ,  o r  manage farm s e i t h e r  as  owners o r  
t e n a n t s .  C l e a r l y  t h i s  e x c lu d e s  so c a l l e d  “g en t lem an  f a r m e r s “ wh© o p e ra te  
©r c u l t i v a t e  farm s s o l e l y  as  a hobby, f o r  p l e a s u r e  o r  t o  t a k e  advantage 
©f t a x  l o s s e s  i f  t h e y  have c o n t in u e d  l o s s e s  from  y e a r  to  y e a r .  YJhether 
a fa rm e r  i s  a “gen t lem an  fa rm e r1* depends on h i s  i n t e n t i o n .  Where th e  
Bureau can  prove h i s  i n t e n t i o n  he w i l l  n o t  be a l lo w ed  any lo s s e s  n o r  
w i l l  h i s  expenses  be d e d u c t i b l e ,  b u t  he must s t i l l  r e p o r t  any income a r i ­
s in g  from h i s  farm  a c t i v i t i e s .
Farmers a r e  n o t  a s e p a r a t e  c l a s s  o f  t a x p a y e r  and th e  p r o v i s io n s  
©f th e  I n t e r n a l  Revenue Code g o v e rn in g  f a r m e r s ,  t h e i r  income, d e d u c t io n s
I
R e g . I l l ,  Sec.29*22(;a ')-7 .
6and r a t e s  ©f t a x  a r e  th o s  a p p l i c a b l e  t o  t a x p a y e r s  g e n e r a l l y .  In  s p i t e  
©f a l l  @f t h i s ,  t h e r e  a r e  many p r o v i s i o n s  o f  th e  Code and R e g u la t io n s  
(Se© Appendix f o r  a l l  p e r t i n e n t  r e g u l a t i o n s . )  w hich g iv e  s p e c i a l  t r e a t ­
ment t o  farm  income and e x p e n s e s .  I t  has  been  s a id  t h a t  th e  s p e c i a l  t r e a t ­
ment i s  n e c e s s a r y  b e ca u se  th e  fa rm e r  r a i s e s  th e  p r o d u c t s ,  th e  s a l e  o f
w hich  r e s u l t s  i n  h i s  g ro s s  incom e, and f u r t h e r  t h a t  f a rm e rs  a re  n o t o r i o u s -
2
l y  p o o r  a t  k e e p in g  a c c o u n ts  and r e c o r d s .  W hether t h e s e  re a so n s  j u s t i f y  
t h e  s p e e i a l  t r e a t m e n t  o r  w h e th e r  th e  s p e c i a l  t r e a tm e n t  i s  p roved  t r e a t ­
ment o r  n o t  i s  beyond th e  scope o f  t h i s  s tu d y .
I I .  DECLARATION OF ESTIMATED TAX
Every i n d i v i d u a l  whose g ro s s  income from wages can  r e a s o n a b ly  be 
e x p e c te d  t o  exceed  $J+,5'00 p in s  $600  f o r  "each exem ption  o r  whose g ro s s  
income from © ther s o u rc e s  can  r e a s o n a b le  be e x p e c te d  t o  exceed  $100 and 
h i s  g ro ss  income t o  be $600  o r  m ore , s h a l l  make a d e c l a r a t i o n  o f  h i s  e s ­
t i m a t e d  t a x  f o r  t h e  t a x a b le  y e a r .  Such d e c l a r a t i o n  s h a l l  be f i l e d  on or 
b e f o r e  March 15 o f  t h e  t a x a b l e  y e a r  o r  p r i o r  t o  June 15 o r  September 15 
p ro v id e d  th e  r e q u i r e m e n t s  f o r  f i l i n g  a re  f i r s t  met p r i o r  t o  th e  d a te  o f
3
f i l i n g .  The e s t im a te d  t a x  s h a l l  be p a id  in  e q u a l  i n s t a l l m e n t s  on March 
15 , June 1 5 , Septem ber 15 and J a n u a ry  15 o f  th e  su ccee d in g  t a x a b le  y e a r .
2
P r e n t i c e  H a ll  F e d e ra l  Tax S e rv ic e  V0I . 1723U P« 715U*
3
I . R . C . ,  S ec . 58 & see  R e g . I l l ,  Sec. 29*5^*
h
I . R . C . ,  S e c • 59.
7The code f u r t h e r  p ro v id e s  f o r  prompt amendment i f  t h e  e s t i m a t e  i s  no t 
p ro v in g  out* There i s  a p e n a l ty  p r e s c r i b e d  i f  th e  ta x  w i th h e ld  a t  th e
5
so u rce  p lu s  t h e  e s t i m a t e d  t a x  i s  l e s s  t h a n  d0% o f  th e  f i n a l  t a x .
Farmers u s in g  th e  c a l e n d a r  y e a r  whose e s t im a te d  g ro s s  income from 
fa rm ing  i s  a t  l e a s t  t w o - t h i r d s  h i s  t o t a l  e s t i m a t e d  g ro s s  income from a l l  
so u rc e s  f o r  t h e  t a x a b l e  y e a r ,  may f i l e  a d e c l a r a t i o n  and pay th e  e s t im a te d  
t a x  on ©r b e f o r e  J a n u a ry  15 o f  th e  su c c e e d in g  t a x a b le  y e a r .  I f  he p r e ­
f e r s  t h i s  p ro c e d u re  he must f i l e  h i s  r e t u r n  and pay t h e ' b a lan ce  o f  h i s  
t a x  on o r  b e f o r e  March 15* He may, in  l i e u  o f  th e  ab o v e ,  f i l e  a r e t u r n  
f o r  t h e  t a x a b l e  y e a r  on o r  b e f o r e  J a n u a ry  31 su ccee d in g  t a x a b le
y e a r  and pay th e  t a x  In  f u l l .  I f  th e  fa rm e r  fo l lo w s  t h i s  l a t t e r  p ro c e ­
du re  he i s  n o t  r e q u i r e d  t o  f i l e  a d e c l a r a t i o n .  The p e n a l ty  p ro v id e d  f o r  
s u b s t a n t i a l  u n d e r s ta t e m e n t  o f  th e  e s t im a te d  t a x  does n o t  ap p ly  t o  f a r -
6
mers i f  th e  e s t i m a t e d  t a x  was a t  l e a s t  t w o - t h i r d s  o f  th e  f i n a l  l i a b i l i t y .
I f  th e  t a x p a y e r  i s  011 a f i s c a l  y e a r  th e  c o r re sp o n d in g  d a t e s  o f  
h i s  t a x  y e a r  m ust be s u b s t i t u t e d  f o r  t h e  d a te s  s p e c i f i e d  above . Farm ers, 
l i k e  o th e r  i n d i v i d u a l  t a x p a y e r s ,  can f i l e  j o i n t  d e c l a r a t i o n s  w i th  t h e i r  
w iv e s .  I f  t h e  d e c l a r a t i o n  i s  b ased  on th e  p ro c e e d in g  y e a r s  t a x  l i a b i l i t y ,  
t h e  p e n a l t y  f o r  s u b s t a n t i a l  u n d e r s ta t e m e n t  does n o t  a p p ly .  D e c la r a t io n s
a r e  made on Form IOI4.OES.
7
Samuel M. M onatt recommends t h a t  th e  fa rm er  i s  d e f i n i t d l y b e t t e r
I .R .C .  Sec. 29W d) (2) 1- Keg. XIX, Sec. 29.291+-1; (b) ( 3 ) .
6
I .R .C .  Sec. 60.
7
Monatt 1950 Farmers Income Tax on 19^9 Income, Commerce Clearing 
House, I n c .  , 19b9)  P* 6 5 .
8© ff t© f i l e  t h e  d e c l a r a t i o n  in  J a n u a ry  15 i n  l i e u  o f  th e  t a x  r e t u r n  on 
J a n u a ry  31« He © ffe r s  i n  s u p p o r t  t h a t  t h e  t a x p a y e r  has  a d d i t i o n a l  t i m e ,  
t i l  March l 1?* t o  in s u r e  h i s  r e t u r n  i s  c o r r e c t  and f u r t h e r ,  th e  t a x p a y e r  
has  t h e  use  o f  t h e  a d d i t i o n a l  money f o r  s i x t y  days a t  no d i s a d v a n ta g e s .
I I I .  WITHHOLDING
Every  em ployer making payment o f  wages s h a l l  d educ t  and w ith h o ld
8
a c e r t a in  amount p r e s c r i b e d  from such w ages .  Wages o r  re m u n e ra t io n  f o r  
l a b o r  9
a g r i c u l t u r a l / a r e  s p e c i f i c a l l y  exempted from such  w i th h o l d in g .  I . R . C . ,
S ec . llj.26(h) s p e c i f i e s  t h a t :
The te rm  " a g r i c u l t u r a l  l a b o r "  in c lu d e s  a l l  s e r v ic e s  p e rfo rm e d —
(1 )  On a fa rm , In  t h e  employ o f  any p e r s o n ,  in  c o n n e c t io n  w i th  
c u l t i v a t i n g  th e  s o i l ,  o r  i n  c o n n e c t io n  w i th  r a i s i n g  o r  h a r v e s t i n g  
any a g r i c u l t u r a l  o r  h o r t i c u l t u r a l  commodity, i r c l u d i n g  th e  r a i s i n g ,  
s h e a r i n g ,  f e e d i n g ,  c a r in g  f o r ,  t r a i n i n g ,  and management o f  l i v e ­
s t o c k ,  b e e s ,  p o u l t r y ,  and f u r - b e a r i n g  an im als  and w i l d l i f e .
(2 )  In  t h e  employ o f  t h e  owner o r  t e n a n t  or o th e r  o p e r a to r  o f
a fa rm , in  c o n n e c t io n  w i th  th e  o p e r a t i o n ,  management, c o n s e r v a t io n ,  
im provem ent, o r  m a in tenance  o f  such farm and i t s  t o o l s  and eq u ip ­
m e n t ,  o r  in  s a lv a g in g  t im b e r  o r  c l e a r i n g  la n d  o f  b ru sh  and o th e r  
d e b r i s  l e f t  by a h u r r i c a n e ,  i f  t h e  m a jo r  p a r t  o f  such s e r v ic e  
i s  p e rfo rm e d  on a fa rm .
( 3 ) In  c o n n e c t io n  w i th  th e  p ro d u c t io n  o r  h a r v e s t i n g  o f  maple 
s i r u p  o r  maple su g a r  o r  any commodity d e f in e d  as  an a g r i c u l t u r a l  
commodity i n  s e c t i o n  15 (g ) o f  t h e  A g r i c u l t u r a l  M arketing  A c t,  as 
amended, o r  i n  c o n n e c t io n  w i th  th e  r a i s i n g  o r  h a r v e s t i n g  o f  mush­
rooms, o r  i n  c o n n e c t io n  w i th  th e  h a tc h in g  o f  p o u l t r y ,  o r  in  connec­
t i o n  w i th  th e  g in n in g  o f  c o t t o n ,  o r  in  c o n n e c t io n  w i th  th e  o p e ra ­
t i o n  o r  m a in ten an ce  o f  d i t c h e s ,  c a n a l s ,  r e s e r v o i r s ,  o r  waterw ays 
used  e x c l u s i v e l y  f o r  su p p ly in g  and s t o r i n g  w a te r  f o r  farm ing  p u r ­
p o s e s .
~8-------------------------
I . R . C . ,  S ec . 1622.
9
I . R . C . ,  S ec . 1621.
9(k )  h a n d l in g ,  p l a n t i n g ,  d ry inp j ,  p a c k in g ,  p a c k a g in g ,  p r o c e s ­
s i n g ,  f r e e z i n g ,  g r a d in g ,  s t o r i n g ,  o r  d e l i v e r i n g  t o  s to r a g e  o r  to  
m a rk e t  o r  t o  a c a r r i e r  f o r  t r a n s p o r t a t i o n  t o  m a rk e t ,  any a g r i c u l ­
t u r a l  ®r h e r t i e u l t u r a l  commodity; b u t  o n ly  i f  such s e r v i c e  i s  p e r ­
form ed as  an  i n c i d e n t  to  o r d i n a r y  fa rm in g  o p e r a t io n s  o r ,  in  th e  
c a s e  ©f f r u i t s  and v e g e t a b l e s ,  a s  an  i n c i d e n t  to  th e  p r e p a r a t i o n  
®f such  f r u i t s  o r  v e g e t a b le s  f o r  m a rk e t .  The p r o v i s i e n s  o f  t h i s  
p a r a g ra p h  s h a l l  n o t  be deemed t o  be a p p l i c a b l e  w i th  r e s p e c t  t o  s e r ­
v ic e  p e rfo rm ed  i n  c o n n e c t io n  w i th  com m ercia l cann ing  o r  com mercial 
f r e e z i n g  o r  i n  c o n n e c t io n  w i t h  any a g r i c u l t u r a l  o r  h o r t i c u l t u r a l  
Gcnmodity a f t e r  i t s  d e l i v e r y  t o  a t e r m i n a l  m arke t f o r  d i s t r i b u t i o n  
f o r  co n su m p tio n .
As u sed  in  t h i s  s u b s e c t i o n ,  th e  te rm  ftfa rm ,f in c lu d e s  s to c k ,  d a i r y ,  
p o u l t r y ,  f r u i t ,  f u r - b e a r i n g  a n im a l ,  and t r u c k  fa rm s ,  p l a n t a t i o n s ,  
r a n c h e s ,  n u r s e r i e s ,  r a n g e s ,  g reen h o u ses  o r  o th e r  s i m i l a r  s t r u c t u r e s  
u sed  p r i m a r i l y  f o r  t h e  r a i s i n g  o f  a g r i c u l t u r a l  o r  h o r t i c u l t u r a l  
co m m o d it ie s ,  and o r c h a r d s .
But t h e  R e g u la t io n s  ( See Appendix f o r  a l l  p e r t i n e n t  r e g u l a t i o n s . )  e x p r e s s ly
s t a t e  t h a t  a g r i c u l t u r a l  l a b o r  does n o t  in c lu d e  s e r v i c e s  perfo rm ed  in  con-
10
n e e t i o n  w i th  f o r e s t r y ,  lum b er in g  o r  l a n d s c a p in g .  The e f f e c t  o f  t h i s  
same r e g u l a t i o n  th o u g h ,  i s  t o  in c lu d e  a n y th in g  t h a t  i s  done as  an  i n c id e n t  
t© f a rm in g .  But i f  th e  e m p lo y e r 's  b u s in e s s  i s  som ething  o th e r  th a n  farm ­
in g ,  even th o u g h  a f a rm e r  m ight have o c c a s io n  to  do th e  same t h i n g ,  i t  
w i l l  n o t  be a g r i c u l t u r a l  l a b o r .  For exam ple, s e r v i c e s  such as h a n d l in g ,
d r y in g ,  g r a d in g  and p a c k in g  f r u i t s  o r  v e g e ta b le s  f o r  a com mercial h a n d le r
11
would n o t  be a g r i c u l t u r a l  l a b o r .  A l l  wages i n  a p a y r o l l  p e r io d  must be 
12
t r e a t e d  a l i k e .  I f  t h e  s e r v i c e s  perform ed  d u r in g  over o n e - h a l f  th e  pay ­
r o l l  c o n s t i t u t e  wages th e n  a l l  payment f o r  t h a t  p e r io d  w i l l  be w ages.
--------------- TS---------
R e g .116, Sec. 1+05.102(e)  ( l ) .
11
h im . 6219, f e e .  31 , 19^7; Him. 6219, F a r .  1 ,  191*8.
12
I . R . C . ,  Sec, 1622 ( g ) .
10
IV. SOCIAL SECURITY, UNEMPLOYMENT AND INFOB/EATION RETURNS
L ik e w ise , farm ers are not su b jec t to  th e  p r o v is io n s  o f the S o c ia l
13 lU
S e c u r ity  Act or t© th e  p r o v is io n s  o f  th e  Unemployment Compensation A ct.
I f  the farm er does pay more than $600 t o  h is  h ired  hand the farmer i s  r e ­
qu ired  t© f i l e  th e  a p p rop ria te  in fo rm a tio n  r e tu r n s . Forms 1096  and 1099 
must be f i l e d  fo r  dom estic h e lp  as w e l l  as fo r  th e farm h e lp . The $600 
need not be cash ; i f  th e  farm er fu r n ish e s  th in g s  o f  va lu e  to  th e  help  the  
v a lu e  t o  th e  lab orers must be rep o r te d . But room and board fu rn ish ed  h elp  
w i l l  n o t e o n s t i t u t e  wages to  th e  h elp  i f  he i s  req u ired  to  l i v e  on th e  farm, 
f©r th e  con ven ience ©f th e  farm er. This ru le  i s  o f  im portance on ly  to  th e  
wage e a rn er , i t  must be c a r e f u l ly  d is t in g u is h e d  from  th e  ru le  used t© 
determ ine w hether ©r not th e s e  are d e d u c tib le  to  the farmer and th e amount 
o f  such d ed u ctio n . A c©py o f  Form 1099 should be g iv e n  to  each w orker.
Ferm 1099 must a ls o  be f i l e d  i f  $600 or more i s  paid  in  ren t or in t e r e s t  
t® any in d iv id u a l not a r e a l e s ta t e  agent or co rp o ra tio n .
“ 13
I . R . C . ,  S ee. II jlOO; I . R . C . ,  S ec . l2 j£6(h ).
ih
S ec . I 6 OO5 I . R . C . ,  S ee. 1 6 0 7 .
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CHAPTER I I I
PRELIMINARY MATTERS
The r e q u i r e m e n ts  f©r f i l i n g  r e t u r n s  a r e  g e n e r a l l y  th e  same as f o r  
a l l  © ther ta x p a y e r s *  However, as  an a id  t o  t h e  f a r m e r s ,  th e  government 
a l le w s  them t o  u se  a su p p le m e n ta ry  form vj-hich i s  n o t  o n ly  c o n v e n ie n t ,  bu t 
i n  a d d i t i o n  l i s t s  a l l  o f  th e  item s o f  income and d e d u c t io n s  r e l a t i n g  to  
farm ing*
I .  FORM 10l*0 F AND OTHER FORMS
Any i n d i v i d u a l  w i th  t h e  r e q u i s i t e  income must f i l e  a t a x  r e t u r n .  
Which form th e  t a x p a y e r  w i l l  r e p o r t  ©n, depends upon h i s  c l a s s i f i c a t i o n .
I f  he i s  an i n d i v i d u a l  he w i l l  r e p o r t  ©n Form. IOI4.O (IOI4.OA i n  c a s e s  w i th  
w hich  we a re  n o t  c o n c e rn e d .)  I f  t h e  ta x p a y e r  i s  a c o r p o r a t io n  th e  r e t u r n  
w i l l  be a Form 1120. P a r t n e r s h i p s ,  a l th o u g h  n o t  t a x e d ,  use Form IO65  
s e r v in g  th e  p u rp e se  o f  an in f o r m a t io n  r e t u r n .  In  a d d i t i o n  to  f i l i n g  a 
r e t u r n ,  th e  Code im poses a d u ty  ©n ta x p a y e r s  t o  supplem ent t h e i r  r e tu r n s  
w i th  such s t a t e m e n t s  or  s c h e d u le s  as  a r e  n e c e s s a r y  to  d i s c l o s e  i n  f u l l  th e  
s i t u a t i o n  o f  th e  t a x p a y e r .
Form IOI4.OF f i l l s  j u s t  such  a p u rp o s e .  Form 101+0F i s  t i t l e d  
Schedule  ©f Farm Income and Expenses and i t  i s  no more; i t  i s  n o t  a r e t u r n  
ferrn. The s c h e d u le  l i s t s  i tem s  o f  income and d e d u c t io n s  and by i n s e r t i n g  
th e  p ro p e r  amounts th e  fa rm e r  i s  a b le  t o  a r r i v e  a t  n e t  p r o f i t  or lo s s  from 
fa rm in g ,  vdaich i s  t h e n  t r a n s f e r r e d  t o  th e  p ro p e r  p la c e  on th e  ta x p a y e r  
r e t u r n  form. Any fa rm e r  t a x p a y e r  can use th e  form as a s ch ed u le  w hether
12
he i s  Am i n d i v i d u a l ,  p a r t n e r s h i p  o r  c o r p a r a t io m .  A ccrua l  b a s i s  t a x p a y e r s  
as  w e l l  as t h e s e  ©m th e  e r e p  b a s i s  may a l s o  use  t h i s  f o r a .  The s c h e d u le  
i s  m an d a to ry  ©nly f o r  fa rm e rs  who keep in  a d e q u a te  r e c o rd s  and th o s e  wh@
15
© le s t  t© r e p o r t  on t h e  cash  b a s i s .
I I .  RECORDS MD ACCOUNTING METHODS
R e g u la t io n  111 , S ec . 29 .5U -1  s t a t e s :
Every p e r s o n  s u b j e c t  t o  t h e  t a x ,  e x ce p t  p e r s o n s  whose g ro s s  
income ( l )  c o n s i s t s  s o l e l y  o f  s a l a r y  , w a g e s , o r  s i m i l a r  com pensa tion  
f o r  p e r s o n a l  s e r v i c e s  r e n d e r e d ,  ©r ( 2 ) a r i s e s  s o l e l y  from th e  b u s i ­
n e s s  ©f growing and s e l l i n g  p ro d u c ts  o f  t h e  s o i l ,  s h a l l ,  f o r  th e  
p u rp o se  o f  e n a b l in g  th e  com m issioner t o  d e te rm in e  th e  c o r r e c t  amount 
©f income s u b j e c t  t o  th e  t a x ,  keep such  perm anent books o f  acc o u n t 
©r r e c o r d s ,  i n c lu d in g  i n v e n t o r i e s ,  as a re  s u f f i c i e n t  t o  e s t a b l i s h  
t h e  amount o f  t h e  g ro s s  income and th e  d e d u c t io n s ,  © r e d i t s ,  and 
© ther m a t t e r s  r e q u i r e d  to  be shown in  any r e t u r n  under  c h a p te r  1 . . •
W hile  i t  i s  c l e a r  from t h e  above a u t h o r i z a t i o n  t h a t  fa rm e rs  do n o t  
have to  keep books and r e c o r d s  c e r t a i n  consequences  accompany th e  e l e c t i o n  
n o t  t© do so .  Any ta x p a y e r  ch oos ing  n o t  t o  keep r e c o rd s  must use th e  c a l e n ­
d a r  y e a r  as  h i s  t a x  y e a r .  He must r e p o r t  h i s  income and d e d u c t io n s  ©n th e  
c a sh  r e c e i p t s  and d is b u r s e m e n ts  b a s i s .  F u r th e r ,  th e  Bureau p u ts  th e  b u r ­
den upon any t a x p a y e r  t o  s a t i s f y  th e  Commissioner t h a t  h i s  t a x  r e t u r n  c l e a r ­
l y  r e f l e c t s  h i s  income. I f  t h i s  b u rd en  canno t be m e t ,  w hich i s  d i f f i c u l t  t o  
d© in  th e  ab sen ce  o f  r e c o r d s ,  th e  r e s u l t s  may be d i s a s t r o u s .  The Commis­
s i o n e r  i s  a u t h o r i z e d  t o  d e te rm in e  th e  t a x p a y e r ' s  income by s e v e r a l  r a t h e r  
a r b i t r a r y  m ethods w hich  may r e s u l t  in  a much h ig h e r  income and t a x  th a n  
th e  t r u e  ®ne.
T axpayers  who compute t h e i r  income f o r  a c a le n d a r  y e a r ,  u n le s s
R e g . I l l ,  S ec . 29*22(a)-7*
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t h e y  d© s© b e c a u se  t h e y  . f a i l  t® keep a d e q u a te  r e c o r d s ,  and th o s e  t a x p a y e r s
u s in g  th e  f i s c a l  y e a r  may ch e e se  t© compute t h e i r  incone  on th e  a c c r u a l
b a s i s .  The Commissioner h as  r u l e d  t h a t  fa rm in g  i s  n o t  a b u s in e s s  i n  which
16
i n v e n t o r i e s  m ust be k e p t  t o  p r o p e r l y  r e f l e c t  incom e, b u t  th e  a c c r u a l  me­
th o d  i s  d e p en d e n t upen  i n v e n t o r i e s  and th e  method c an n o t be used  u n le s s  i n ­
v e n t o r i e s  a r e  k e p t .  . S t i l l  i t  ap p e a rs  t o  be ad van tageous  t o  th e  fa rm e r  t© 
use  t h e  a c c r u a l  b a s i s  s in c e  i t  g e n e r a l l y  w i l l  r e s u l t  i n  a more u n ifo rm  
t a x  l i a b i l i t y .  R e g a rd le s s  w h ich  a c c o u n t in g  p e r io d  ( c a l e n d a r  o r  f i s c a l )  o r  
w hich  a c c o u n t in g  method (©ash o r  a c c r u a l )  i s  ch o sen ,  I t  must be u sed  con­
s i s t e n t l y  u n t i l  t h e  Commissioner a u t h o r i z e s  a change .
There i s  a t h i r d  m ethod o f  a c c o u n t in g  w hich i s  a v a i l a b l e  t o  f a r ­
m e rs .  I f  t h e  f a rm e r  i s  engaged  in  p ro d u c in g  c ro p s  which ta k e  more th a n  
a y e a r  t© grow , i t  would be v e ry  u n j u s t  t o  th e  fa rm e r  t o  ta k e  most o f  h i s  
d e d u c t io n s  f o r  th e  c o s t  o f  p ro d u c in g  in  one y e a r  and have to  r e p o r t  h i s  i n ­
come from th e  s a l e  in  t h e  n e x t  y e a r .  To avo id  t h i s  s i t u a t i o n  a fa rm e r ,  
may, w i th  t h e  c o n s e n t  o f  t h e  C om m issioner, ta k e  th e  e n t i r e  c o s t  o f  p rodu ­
c in g  th e  c ro p  as  a d e d u c t io n  f o r  t h e  y e a r  th e  s a l e  i s  e f f e c t e d  and th e  p ro -
17
f i t  made. I t  was s t a t e d  above t h a t  th e  c rop  b a s i s  .was a t h i r d  ty p e  o f  
a c c o u n t in g  m ethod; h u t  t h i s  i s  n o t  e x a c t l y  t r u e ,  s in c e  th e  c rop  b a s i s  i s  
n o t  a method in  and ©f i t s e l f ,  b u t  can  on ly  be used  in  c o n ju n c t io n  w i th  
e i t h e r  t h e  c a sh  o r  a c c r u a l  m e thods . The c rop  b a s i s  i s  n e c e s s i t a t e d  by th e  
f a c t  t h a t  c ro p s  p r i© r  t o  m a tu r i t y  a re  g e n e r a l l y  n o t  i n v e n t o r i a l .
Bureau l e t t e r ,  8 -3 0 -2 3 .
17
Reg. I l l ,  See, 2 2 ( a ) - 7 .
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P r i o r  t® December, 191+8 th e  Tax C ourt h e ld  t h a t  chang ing  from th e  
c a s h  b a s i s  t o  am in v e n to r y  m ethod , by m e re ly  com plying w i th  t h e  r e q u i r e ­
m ents ©f th e  Cad®,was a s p e c i a l  p r i v i l e g e  o r  r i g h t  ex ten d ed  t o  fa rm e rs  
and such  change d id  n o t  r e q u i r e  t h e  p r i o r  c o n s e n t  o f  th e  Com m issioner.
In  l i g h t  @f t h i s  d e c i s i o n  th e  R e g u la t io n  now s t a t e s :
Formal a p p l i c a t i o n  f o r  p e rm is s io n  t o  change frem th e  cash  r e ­
c e i p t s  and d is b u r s e m e n ts  b a s i s  t o  an in v e n to ry  b a s i s  ©f a c c o u n t in g  
s h a l l  n@t b© r e q u i r e d  i n  t h e  case  o f  a change made f o r  a t a x a b le  
y e a r  b e g in n in g  b e fo re  December 3 0 9 191+8, th e  d a te  o f  a p p ro v a l  o f  
T re a s u ry  D e c is io n  5 6 8 3 *
I n  any change ©f a c c o u n t in g  from th e  cash  r e c e i p t s  and d i s ­
b u rsem en ts  b a s i s  t o  an in v e n to r y  b a s i s ,  w h e th e r  made f o r  a t a x a b le  
y e a r  b e g in n in g  b e f o r e  o r  a f t e r  December JO, 191+8, a d ju s tm e n ts  
s h a l l  be m ade, a t  t h e  o p t io n  o f  th e  t a x p a y e r ,  i n  acco rdance  w i th  
®ne ©r th e  © ther ©f t h e  two methods o u t l i n e d  in  ( l )  and (2 ) b e -  
law : 20
By m ethod ( l )  open ing  and c l o s i n g  I n v e n to r i e s  o f  a l l  farm  p ro ­
d u e ts  ©n hand must be used  f o r  t h e  y e a r  o f  change .  f,A l l  farm  p r o d u c t s ” 
in c lu d e s  l i v e s t o c k  and t h e r e  i s  n© d i s t i n c t i o n  made betw een w h e th e r  p ro ­
d u c ts  were r a i s e d  ©r p u rc h a s e d .  E s t im a te s  may be made o f  th e  in v e n to r i e s  
and i f  th e  Commissioner i s  s a t i s f i e d  t h a t  th e y  s u b s t a n t i a l l y  r e f l e c t  th e  
p re e e e d in g  y e a r s  in v e n to r y  income, th e y  w i l l  be acc ep ted #  These in v e n ­
t o r i e s  ©r e s t i m a t e s  w i l l  be th e  b a s i s  f o r  an a d ju s tm e n t  s h e e t  which must 
be s u b m it te d  a d j u s t i n g  th e  p re e e e d in g  y e a r s  income t o  an in v e n to ry  b a s i s .  
I f ,  i n  th e  © pinion o f  th e  Com m issioner, t h e  p re v io u s  o r  subsequen t income 
w i l l  s t i l l  be d i s t o r t e d ,  he may r e q u i r e  t h a t  th e  t a x p a y e r  a d j u s t  f  r  
mere t h a n  j u s t  th e  one y e a r .
18
T.D. 5 6 8 3 , Dec. 3 0 ,  191+8.
19
K enneth S. B & t te l le  e t  a l , 9 TC; Angel M ila n i  e t  a l ,  I4.7 , 280 
P-H# Memo TC.
20
Reg. I l l ,  Sec , 2 9 « 2 2 (c ) -6 .
15
Under m ethod (2 )  n e t  income i s  computed i n  th e  y e a r  ®f change w i­
t h o u t  d e d u c t in g  th e r e f r o m  th e  v a lue  o f  t h e  b e g in n in g  i n v e n to r y ,  ex c e p t  
t© t h e  e x t e n t  t h a t  i t  i n c lu d e s  th e  c o s t  o f  p ro d u c ts  on hand a t  the  be­
g in n in g  ©f t h e  y e a r ,  w hich had  n o t  been  cha rged  to  expense i n  th e  p re v io u s  
y e a r .  YJhen t h i s  method i s  u s e d ,  no a d ju s tm e n t  s h e e t  i s  n e c e s s a r y .
T© make any change in  a c c o u n t in g  m ethod, a p p l i c a t i o n  must be made
t© th e  Comm issioner w i t h i n  90 days a f t e r  th e  b e g in n in g  o f  th e  t a x  y e a r  t o
21
b© covered  by th e  r e t u r n .  The e n t i r e  p ro c e s s  i s  n o t  as  smooth as i t  
f i r s t  a p p e a rs  and ther®  h a s  been  mush l i t i g a t i o n  o v er  i t .  I t  h as  been 
h e l d  t h a t  a fa rm e r  d e s i r i n g  t© change from  th e  c a sh  r e c e i p t s  and d i s b u r s e ­
m ents  b a s i s  t o  t h e  a c c r u a l  b a s i s  may in c lu d e  in  h i s  i n v e n to r y ,  i n v e n t o r i a l
a s s e t s  @m h a n d ,  t h a t  he can  e s t a b l i s h  t o  th e  s a t i s f a c t i o n  o f  t h e  Comm issioner,
22
w ere h e ld  p r i© r  t© t h e  f i r s t  y e a r  i n  w hich  he was t a x e d .  The change from
e a s h  t© aec ru& l b a s i s  has  b een  d en ie d  because  t h e  ta x p a y e r s  r e c o r d s  wore
23
©n th e  c a s h  b a s i s ;  b e ca u se  t h e  change w a s , r e q u e s te d  on th e  l a s t  day o f  th e
2l+
t a x a b l e  y e a r ;  because  t h e  r e t u r n  had p r e v io u s ly  been f i l e d  on th e  cash
25
b a s i s  and amendment on th e  a c c r u a l  b a s i s  was s o u g h t .  Where th e  change 
i s  d i r e c t e d  by th e  C om m issioner, th e  t a x p a y e r  need n o t  s e c u re  fo rm al
21
Reg. I l l ,  Sec. 29*22( o ) - 6 .
22
0D 1+81, CB June 1920, p. 6 0 , ;  0D 6 3 6 , CB Dec. 1920, p . 80 .
25
OD 9 7 7 , CB Dec. 1921, p . 6 7 .
21+
0D1113, CB Dec. 1921, p . 79*
25
S tro n g  v .  W i l l e u t s  (DC Mim) j 17AFTR 1027•
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26
p e rm iss io n ,  t© change in  @©mplian©e w i th  t h e  R e g u la t io n .  In  some c a se s
®©msent of t h e  Commissioner w i l l  he im p l ie d  from h i s  a c c e p ta n c e  o f  a
27
©hanged m ethod , w i t h  r e j e c t i o n .
As t© changes fr©m th e  ca sh  r e c e i p t s  and d isb u rse m e n ts  b a s i s  t o  
t h e  c rop  b a s i s ,  t h e  f o l lo w in g  Income Tax U nit  R u ling  summarizes th e  s i ­
t u a t i o n  t h u s l y :
The Bureau i s  n o t  unm indfu l t h a t  th e  U n ited  S t a t e s  Board o f  Tax 
A ppeals  has  u n i fo rm ly  h e ld  t h a t  t h e r e  must be c o n s i s t e n c y  o f  t r e a t ­
ment w i th  r e s p e c t  t o  i tem s o f  income and d e d u c t io n  w i t h i n  th e  t a x ­
a b le  p e r io d  u n d e r  t h e  method o f  a c c o u n t in g  em ployed. Where th e  
p r a c t i c a l  a p p l i c a t i o n  ©f t h i s  r u l e  works t o  t h e  d e t r im e n t  o f  th e  
t a x p a y e r  w i th  r e s p e c t  t o  p r e v io u s l y  ta x e d  income, th e  Board has  n o t  
b een  u n i fo rm ly  s u s t a i n e d .  P r i o r  t o  th e  p ro m u lg a t io n  o f  t h i s  ru le  
by th e  B oard , t h e  Bureau had f o r  many y e a r s  g r a n te d  a p p l i c a t i o n s  
f o r  a c c o u n t in g  c h a n g e s ,  i n  th e  absence  ©f some e x c e p t io n a l  d i s t o r ­
t i o n  ©f incom e, on th e  b a s i s  ©f p ic k in g  up in  th e  y e a r  o f  change 
a l l  p r e v i o u s l y  n o n ta x -p a id  i tem s  o f  d e d u c t io n .  S ince th e  prom ul­
g a t i o n  o f  t h e  Board d e c i s i o n s  t h e  Bureau has  d en ie d  such  a p p l i c a ­
t i o n s  u n le s s  th e  ta x p a y e r  and t h e  Commissioner m u tu a l ly  ag ree  as 
t© th e  a d ju s tm e n ts  t o  be made in  c o n n e c t io n  w i th  th e  change . The 
t a x p a y e r  i s  n o t  b e in g  fo r c e d  by th e  Bureau t o  change i t s  a c c o u n t in g  
m ethod . The Bureau i s  w i l l i n g  to  meet th e  t a x p a y e r ' s  a c c o u n t in g  
c o n v e n ie n c e ,  b u t  i s  c o n s t r a i n e d  t o  h o ld  t h a t  p e rm is s io n  to  change 
w i l l  s o t  be g r a n te d  on a b a s i s  w hich u l t i m a t e l y  d e f e a t s  th e  revenue 
by  means o f  p e r m i t t i n g  double d e d u c t io n s .  A ta x p a y e r  d e s i r i n g  t o  
change i t s  method o f  a c c o u n t in g  from th e  c a sh  r e c e i p t s  and d i s ­
b u rsem en ts  b a s i s  t o  th e  c rop  b a s i s  w i l l  be r e q u i r e d  t o  in c o rp o r a te  
in  i t s  a p p l i c a t i o n ,  as  an i n s e p a r a b le  t e r n  and c o n d i t io n  t h e r e o f ,  
an  agreem ent t o  e l im i n a t e  p r e v io u s l y  d ed u c ted  i tem s o f  e x p e n d i tu re *
In  th e  i n s t a n t  e a s e ,  t h e r e f o r e ,  as  a c o n d i t io n  p re c e d e n t  t o  th e  
g r a n t i n g  o f  p e rm is s io n  t o  make th e  change f o r  th e  c a l e n d a r  y e a r  
1 9 3 1 , th e  t a x p a y e r  must ag ree  t h a t  any expense  o f  p l a n t i n g ,  c u l ­
t i v a t i n g ,  and o th e rw is e  p ro d u c in g  th e  crop  which was in c u r r e d  p r i o r  
t© J a n u a ry  1 ,  1931 , an^ p r e v io u s l y  c la im ed  as a d e d u c t io n  on th e  
c a sh  b a s i s ,  may n o t  a g a in  be deduc ted  i n  1931 any  subsequen t
■
Gus B la ss  C o .,  9 TC 15, d ism isse d  (OCA-8 ; -191+8) 168 F .(2 d )  8 3 3 ,
36 AFTR 1133; Reynolds C a t t l e  C o .,  31 B TA 206.
27  t *Gus B la ss  C o .,  l o c .  o i t . ;  S. R oss in  oc Sons, I n c .  v .  Comm. (CCA-
2 ; 191+0), 113 F. (2d) 6 5 2 ,” 25 AFTR 1+1+0, a f f i r m in g  on t h i s  p o in t  1+0 B TA 1271+*
17
y ea r*  O th e rw is e ,  th e  t a x p a y e r  must c o n t in u e  to  r e p o r t  income f o r  
F e d e ra l  income t a x  p u rp o se s  ©n th e  b a s i s  p r e s e n t l y  employed by i t *
O f f ic e  D e c is io n  81+1 and Mimeograph 3180, t o  th e  e x t e n t  t h a t  
same a r e  i n c o n s i s t e n t  h e r e w i t h ,  a r e  revoked*
The c ro p  b a s i s  method can  be v e ry  b e n e f i c i a l  t© th e  fa rm er  a s  some
o f t h e  c a s e s  a r i s i n g  from i t  i n d i c a t e .  W hile engaged in  p l a n t i n g ,  c u l ­
t i v a t i n g  and m a rk e t in g  s u g a r  c a n e ,  an  o p e r a t i o n  e x te n d in g  ©ver a t h r e e  
y e a r  p e r i o d ,  t h e  t a x p a y e r  s u f f e r e d  a v e ry  ex p en s iv e  s t r i k e .  H eld , t h a t  
s in c e  t h e  ta x p a y e r s  a c c o u n ts  were on th e  crop  b a s i s ,  l o s s e s  caused  by
s t r i k e  sh o u ld  be h an d led  t h e  same as any e x p e n se o f  th e  c rop  and deduc ted
29
in  th e  y e a r  ©f sa l® . Where th e  t a x p a y e r  used  t h e  c ro p  b a s i s  ©n t h r e e
y e a r  c ro p s  and i t s  r e n t  was p a y a b le  i n  a p e rc e n ta g e  o f  th e  p ro d u c e .  H eld ,
t h e  r e n t a l  was p r o p e r l y  c h a rg e a b le  a g a i r s t  th e  crop  from w hich i t  was p a id
30
and d e d u c t ib le  a s  an expense  o f  p ro d u c in g  t h a t  c ro p .
S im i la r  r e s u l t s  a r e  a r r i v e d  a t  by th e  t r e a tm e n t  a f f o r d e d  t o  Commo­
d i t y  C r e d i t  Loans u n d e r  th e  Code. At f i r s t ,  advances under  lo a n  a g r e e ­
ments fr©m th e  Commodity C re d i t  C o rp o ra t io n  were t r e a t e d  as  l e a n s  from
31
a jay © ther s o u r c e .  The r e s u l t  o f  such t r e a tm e n t  was t h a t  th e  fa rm er  i n ­
c u r re d  h i s  expenses  when p l a n t i n g  th e  c rop  and had t o  ta k e  h i s  d e d u c t ic n s
IT 26ll+, CB June 1932, P* 1+8; Cf* N a t io n a l  Bank o f  South  C a ro l in a  
v .  L u c a s ,  36  F . (2 d )  1013 (8 AFTR 991+2), and Jacob  B ros .  Co. v .  Commission­
e r ,  50 F. (2d) 39l+ (10 AFTR 1+. )
29
Kahuku P l a n t a t i o n  C o .,  12BTA977, m o d if ied  in  13 BTA2 9 2 . Oahu 
Sugar Co. L t d . ,  I 3 BTAI+0I+. Ewa P l a n t a t i o n  C o . ,  I 3 BTA6 2 5 * Kekaha Sugar C o., 
L t d . ,  13BTA690 (m o d if ied  and a f f ' d ,  60 App. DC 1?2 , 50 F .2d  322, 9 AFTR 1653 ) .
30
- K e k a h u  Sugar C o . ,  L t d . ,  l o c . c i t .
31
IT 2931, CB Dec. 1935, P* 56.
18
t h e r e ,  b u t  he d i d h e t  r e e e iv e  t h e  iaeeme frem  t h e  ©rep u n t i l  a l a t e r  y e a r .
U©w th e  Cede p ro v id e s  t h a t  th e  t a x p a y e r  ©am e l e c t  t© t r e a t  t h e  '*1 earns"
i s  when r e c e i v e d ,  ©r w a i t  u n t i l  t h e  c ro p s  a r e  a c t u a l l y  sold. and
32
t r e a t  t h a t  as t h e  t im e  o f  income r e c e i p t .  Once an e l e c t i o n  i s  made i t
t
i s  b in d in g  on th e  t a x p a y e r  u n t i l  t h e  Commissioner a u t h o r i z e s  a ch an g e .
I f ,  when t h e  c ro p  i s  s o ld  i t  b r in g s  a g r e a t e r  amount th a n  t h e  rtl® ahn , t h e  
a d d i t i o n  i s  income a t  t h e  t im e  o f  th e  s a l e .  Taxpayers  e l e c t i n g  t© in c lu d e  
Commodity C r e d i t  C o rp o ra t io n  lo a n s  i n  g ro s s  income, must f i l e  a s ta t e m e n t  
showing th e  d e t a i l s  t h e r e o f .
In  1921+, th e  Income Tax U n it  d ec id ed  t h a t  advances  r e c e iv e d  by 
e o t t e n  g ro w e rs ,  on t h e  cash  b a s i s ,  u n d e r  m a rk e t in g  ag reem en ts  w i th  c o o p e ra ­
t i v e  s a l e s  a s s o c i a t i o n s  w hereby a l l  th e  c o t t o n  r a i s e d  by each  grow er was 
s o ld  t© th e  a s s o c i a t i o n  and r e s o l d  by i t ,  p ro cee d s  l a t e r  b e in g  d i s t r i b u t e d  
t© th e  g row ers  b a se d  ©n t h e  amount ©f eoods d e l i v e r e d  t o  t h e  a s s o c i a t i o n ,
33
w ere t© be r e p o r t e d  as  income in  th e  y e a r  r e c e iv e d .  S im i l a r l y  i n  193®,
th e  Income Tax U n it  d ec id ed  t h a t  amounts w hich th e  ta x p a y e r '- e x p e c ts  t o
r e c e iv e  as  c e n d i t i o n a l  paym ents under th e  Sugar A c t ,  sh o u ld  be r e p o r t e d
as  income f o r  th e  t a x a b l e  y e a r  in  w hich such  payments were a u t h o r i z e d  by
3k
t h e  S e c r e t a r y  ©f A g r i c u l t u r e .  The ta x p a y e r  i n  th e  l a t t e r  c a s e  was ©n 
th e  a c c r u a l  b a s i s .  W hile b o th  o f  t h e s e  c a se s  a r e  c o n s i s t e n t  w i th  th e  
t r e a t m e n t  u s u a l l y  acc o rd ed  i tem s  under  t h e i r  r e s p e c t i v e  b a s i s  m ethods ,
32
I . R . C . ,  Sec . 123.
33
IT 2107, CB Dec. 192k,  p .  7U-
3k
IT 3187 , CB 1936-1 ,  p .  159.
i t  i s  p o s s i b l e  t h a t  th e y  m igh t be d e c id e d  d i f f e r e n t l y  i n  l i g h t  o f  th e  new 
c h a p t e r  ®f t h e  Cede (123)* *£ke Code does  s p e c i f i c a l l y  d e a l  w i th  Commodity 
C r e d i t  L e a n s ,  b u t  i t  i s  © eiaceivable t h a t  t h e  o p t io n  o f f e r e d  t h e r e  m ight 
be e x te n d e d .
CHAPTER IV
INVENTORIES
I .  WHAT MAY BE INVENTORIED
The p u rp o se  o f  i n v e n t o r i e s  i s  t o  more c o r r e c t l y  r e f l e c t  t h e  t r u e  
in@©me ©f t h e  ta x p a y e r*  T© c o r r e c t l y  r e f l e c t  th e  income i t  i s  n e c e s s a r y  
t® know what sh o u ld  be in c lu d e d  i n  an  in v e n to ry *  The r u l e s  f o r  t a x p a y e r s  
g e n e r a l l y  d i r e c t  t h a t  th e y  sh o u ld  in c lu d e  a l l  f i n i s h e d  o r  p a r t l y  f i n i s h e d  
g®®ds w hich  w ere a c q u i r e d  f o r ,  o r  have p h y s i c a l l y  become a p a r t  ©f th e  
m e re h an d ise  h e ld  f o r  s a l e .  T h is  d e f i n i t i o n  n e c e s s a r i l y  in c lu d e s  some raw 
m a t e r i a l s  and s u p p l i e s ,  b u t  o n ly  i f  th e y  a r e  h e ld  f©r s a l e .  The R e g u la t io n  
s p e c i f i e s  t h a t  t h i s  in c lu d e s  c o n t a i n e r s ,  b o t t l e s ,  kegs and e a s e s ,  w h e th e r
35
r e t u r n a b l e  o r  n o t ,  p r o v id e d  th e  t i t l e  p a s s e s  t o  th e  p u r c h a s e r .  I tem s 
a r e  n o t  p r o p e r ly  a p a r t  ©f in v e n to r y  u n t i l  t h e  t i t l e  p a s s e s  to  th e  t a x ­
p a y e r ,  t h e r e f o r e ,  u n l e s s  t h e  p a s sa g e  o f  t i t l e  i s  dependen t up©n i t ,  phy­
s i c a l  p o s s e s s io n  i s  im m a te r i a l .  D e p re c ia b le  p r o p e r ty  may n e v e r  be in c lu d e d  
i n  i n v e n to r y .
The i te m s  t h a t  a r e  i n v e n t © r i a l  t© th e  f a rm e r  a r e  f o r  t h e  most p a r t  
c o n s i s t e n t  w i th  t h e  g e n e r a l  r u l e .  I t  i s  r e q u i r e d  t h a t  a l l  p ro d u c ts  r a i s e d  
©r p u rch ased  f o r  s a l e ,  in c lu d in g  l i v e s t o c k ,  must be i n v e n t o r i a l  i f  t h e  fa rm e r  
i s  ©m th e  a c c r u a l  b a s i s .  S tan d in g  o r  p l a n t e d  c ro p s  a r e  n o t  p r o p e r ly  i n ­
c lu d e d  in  i n v e n to r y .  Nurserymen may in v e n to ry  t h e i r  young t r e e s  o n ly  when
35
Reg. I l l ,  Sec. 2 9 . 2 2 ( c ) - ! .
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t h e y  have r e a e h e d  a m a rk e ta b l e  s i z e  and s t a g e  o f  deve lopm en t .  On t h e  
© e n t r a r y ,  immature e a t t l e  a r e  i n v e n t o r i e d  g e n e r a l l y ,  a t  o o s t  t© d a t e  when 
t h e  f a rm e r  i s  r a i s i n g  them. C a t t l e  p u rc h a s e d  f o r  use as  work o r  b r e e d i n g
a n im a ls  ©r f o r  use  i n  t h e  d a i r y  b u s i n e s s  have  been  h e l d  p r o p e r l y  i n e lu d e d
37
i n  i n v e n t o r y  a t  t h e  ®pti@n ®f t h e  t a x p a y e r .
I I .  VALUATION OF INVENTORY
The r u l e  u n i v e r s a l  t® a l l  i n d u s t r i e s  i s  t h a t  i n v e n t o r i e s  shou ld  
be  t a k e n  ©n t h e  b a s i s  ” ( a )  c© s t ,  o r  (b)  c o s t  o r  m a rk e t ,  w h ic h e v e r  i s  l o w e r . ” 
But ,  s i n c e  t h e  R e g u l a t i o n  p r o v i d e s  t h a t  v a l u a t i o n  o f  i n v e n t o r i e s  must  conform 
t® a c c o u n t i n g  p r a c t i s e s  i n  t h e  b u s i n e s s  and must  c l e a r l y  r e f l e c t  income, 
t h e r e  ean be l i t t l e  u n i f o r m i t y  as  t o  v a l u a t i o n  me thods .  The Bureau r e q u i r e s  
o n ly  t h a t  t h e  method used  be m e re ly  i n  s u b s t a n t i a l  a c c o rd  w i t h  t h e  Regu­
l a t i o n s  p r o v i d e d  t h e  t a x p a y e r  i s  c o n s i s t e n t .  I t  i s  o f t e n  d i f f i c u l t ,  i n  
seme i n d u s t r i e s ,  t© de te rm ine  a c c u r a t e l y  t h e  o o s t j  and i t  has  been  h e ld  
i n  sueh  e a s e s  t h a t  t h e  m a rke t  p r i c e  may be r ed u ce d  by an  amount s u f f i c i e n t
t© e l i m i n a t e  p r o f i t  and t h e  r e s u l t  u sed  as  c o s t .  Farming was d e s i g n a t e d
59s p e c i f i c a l l y  as  such  a b u s i n e s s .  Cost  i n  t h e  case  o f  p u r c h a s e d  goods 
i s  t h e  i n v o i c e  p r i c e  p l u s  t h e  e x p e n d i t u r e s  n e c e s s a r y  t o  reduce  t h e  i tem 
35
I . T .  1363 CB J u n e ,  1922 ,  p .  7 2 .
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P e v e ly  D a i ry  C o . ,  1 BTA 3^5•
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Reg.  I l l ,  See.  2 9 * 2 2 ( c ) - 2 .
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0 .  SI4I+, CB 1919,  p .  59.
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t© p o s s e s s i n g  @r u s e .  In t h e  ea se  ©f a r t i c l e s  p ro d u c e d ,  c o s t  u s u a l l y
im eludes  m a t e r i a l s ,  l a b o r  and e x p e n s e s .  I f  t h e  i t ems  were i n v e n t o r i e d
i n  t h e  p r e v i o u s  y e a r ,  t h e  v a lu e  t o  be used  i n  t h e  b e g i n n in g  i n v e n t o r y
1*0
w i l l  be t h a t  used  i n  t h e  p r e v i o u s  y e a r s  c l o s i n g  i n v e n t o r y .  I f  s i m i l a r
l o t s  ©f i n v e n t o r i e d  a r t i c l e s  have been  i n t e r m i n g l e d  s© t h a t  i d e n t i t y ,
i n  r e l a t i o n  t o  t h e  d i f f e r i n g  c o s t  o f  e a c h ,  i s  l e s t  and some a re  s o l d ,  '
t h o s e  r e m a in in g  w i l l  be deemed t o  b© t h o s e  l a s t  p u r c h a s e d .  This  r u l e
i s  c a l l e d  t h e  " f i r s t - i n ,  f i r s t - o u t "  r u l e .  The t a x p a y e r  i s  n o t  bound t© 
f e l l o w  t h i s  r u l e , f o r  r e g a r d l e s s  o f  l o s s  ©f i d e n t i t y  o r  t h e  c h a r a c t e r  o f  
h i s  b u s i n e s s ,  he can  s e c u r e  p e r m i s s i o n  from t h e  Commissioner t o  t r e a t  i tems 
he s p e c i f i e s ,  u nde r  t h e  " l & s t - i n ,  f i r s t - o u t "  r u l e .  Under t h e  " l a s t - i n ,  
f i r s t - @ u t "  r u l e  t h e s e  i tems  l e f t  on hand a r e  deemed t o  be t h o s e  f i r s t
i+2
a c q u i r e d .  This  i s  c a l l e d  t h e  " e l e c t i v e  method"  o f  i n v e n t o r i n g .  The 
" e l e c t i v e  method"  i s  a p p l i c a b l e  o n ly  i f  c o s t  i s  u s e d ,
I I I .  SPECIAL FARM VALUATION METHODS
A f a r m e r  may d i s r e g a r d  a l l  o f  t h e  methods ment ioned  above and
use t h e  " f a r m - p r i e e  m e th o d ."  The s t a r t i n g  p o i n t  when u s i n g  t h i s  method
i s  t h e  marke t  p r i c e .  The marke t  p r i c e  i s  r educed  by t h e  amount o f  t h e  
d i r e c t  c©st o f  d i s p o s i t i o n .  To change t o  t h i s  method o f  v a l u i n g  i n v e n t o r i e s ,
IjX)
Reg* 111,  Sec .  2 9 . 2 2 ( e ) - 3 .
l+l
Reg. I l l ,  Sec .  2 9 * 2 2 ( c ) - 2 .
i+2
Reg. I l l ,  Sec.  2 9 . 2 2 ( d ) - ! .
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t h e  C o & m is s ien a r ' s a p p r o v a l  must  be s e c u r e d .  I f  t h e  Commissioner approves  
t h e  e l e e t i e n  i t  must  be fo l l o w e d  f o r  t h e  e n t i r e  i n v e n t o r y  e x e e p t  l i v e s t o c k
h3
w hich  may be v a l u e d  by t h e  " u n i t - l i v e s t e c k - p r i c ©  m e thod ."  This  e l e c t i o n  
t©®, must  have t h e  p r i o r  ©onsent  o f  t h e  Commiss ioner.
The " u m i t - l i v e s t o c k - p r i e e  method" p r o v i d e s  f o r  t h e  a d o p t io n  by 
th© f a r m e r  ©f a r e a s o n a b l e  c l a s s i f i c a t i o n  o f  t h e  an im a ls  i n  h i s  i n v e n t o r y  
w i t h  r e s p e o t  t© age and k i n d .  A s t a n d a r d  u n i t  p r i c e  i s  t h e  s e t  f o r  each  
an imal w i t h i n  t h e  c l a s s .  Th is  method i s  on ly  a v a i l a b l e  t o  f a rm e rs  who 
r a i s e  l i v e s t o c k .  I f  such  f a rm e r  has  p r e v i o u s l y  v a lu e d  h i s  i n v e n t o r y  on 
t h e  b a s i s  ©f c o s t  o r  c o s t  or  m a rk e t ,  w h icheve r  i s  l o w e r ,  and d e s i r e s  t o  
ad®pt t h e  " u n i t - l i v e s t o c k - p r i e e  method"  f o r  a y e a r  sub se q u en t  t o  December 
3 1 , 191*3, he does n o t  need  t h e  p e r m i s s i o n  o f  t h e  Commissioner .  This  method 
must  be a p p l i e d  t o  a l l  l i v e s t o c k  r a i s e d ,  w h e th e r  f o r  s a l e ,  d r a f t ,  b r e e d i n g  
©r d a i r y  p u r p o s e s .  Animals p u rc h a s e d  f o r  d r a f t ,  b r e e d i n g  or  d a i r y  pu rp o s es  
©an be t r e a t e d  as  i n v e n t o r y  o r  as  c a p i t a l  in v e s tm e n t  s u b j e c t  t o  d e p r e c i a t i o n  
a f t e r  m a t u r i t y .  The c o s t  o f  immature an im a ls  shou ld  be i n c r e a s e d  each  
y e a r  i n  acc o rd a n c e  w i t h  th e  u n i t  p r i e e s  ex c e p t  i n  t h e  even t  o f  p u rc h a s e s  
made d u r in g  t h e  l a s t  s i x  months of  such  y e a r ,  no a d ju s tm e n t  shou ld  be made 
i n  t h a t  y e a r .  Upon subse quen t  d i s p o s i t i o n  t h e  " f i r s t - i n ,  f i r s t - o u t  method" 
shou ld  be used  i f  t h e  an im a ls  can no t  be i d e n t i f i e d .
Case d e c i s i o n s  on i n v e n t o r y  methods a r e  numerous.  I f  t h e  t a x p a y e r  
has  used  an  i n v e n t o r y  method b u t  t h e  Commissioner deems h i s  r e c o r d s  I n -
I . R . C . ,  Sets. 2 2 ( o ) .
a d e q u a t e ,  t h e  income shou ld  be computed on t h e  c a s h  r e c e i p t s  and d i s -
bh
b u r s e m e n t s  b a s i s .  The t a x p a y e r  v a lu e d  h i s  i n v e n t o r y  a t  double t h e  
amount he t h o u g h t  t h e  banks would loan  him on h i s  c a t t l e ;  h e l d ,  no r e l a t i o n -
45
s h i p  t o  c o s t ,  d i s a p p r o v e d .  L i k e w i s e ,  where t h e  t a x p a y e r  kep t  no r e c o r d s  
i n v e n t o r i e s  p r e p a r e d  a t  t h e  t im e  o f  making t h e  r e t u r n  from h i s  r e c o l l e c t i o n
U 6
h e l d  n o t  p e r m i s s i b l e .  A f a r m e r  u s i n g  an i n v e n t o r y  method may n o t  va lue
1+7
h i s  ©reps ©n hand a t  y e a r s  end i n  e x c e s s  o f  t h e  c o s t  o f  r a i s i n g  them. 
V a lu ing  i n v e n t o r i e s  o f  l i v e s t o c k  a t  a " c o n s t a n t  p r i c e "  has  been  d i s ap p ro v ed  
I n  t h e  l a s t  c a s e ,  t h e  Board o f  Tax Appea ls  a l s o  he ld  t h a t  i n  computing 
c o s t ,  f o r  i n v e n t o r y  p u r p o s e s ,  i t  i s  p r o p e r  t o  a p p o r t i o n  t h e  c o s t  o f  m a in ­
t a i n i n g  t h e  b r e e d i n g  an im als  t o  t h e  an im a ls  b o r n  d u r in g  t h e  y e a r , b u t  t h a t  
d e a t h  l o s s e s  may n o t  be so a p p o r t i o n e d .
IT .  1673,  CB June 1923,  p .  30 .
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C h a r l e y  Yf. P e t e r s o n ,  Sec.  1+5, 108 P-H Memo TC.
1+6
C.E.  C l a r k ,  Sec .  1+2, 098 P-H Memo BTA.
h i
0.  81+ii., CB 1919,  p .  59.
1+8
E s t a t e  o f  C o r n e l i a  A d a i r ,  1+3 30l+.
CHAPTER V
GROSS INCOME
I .  EXCLUSIONS
The g r o s s  ineome o f  f a r m e r s ,  as  i s  t h e  g e n e r a l  r u l e  w i t h  o th e r  
i n d i v i d u a l  t a x p a y e r s ,  i n c l u d e s  t o t a l  income from a l l  s o u r c e s .  One e x c e p t i o n  
o ccu r s  when p r o d u c t s  a r e  r a i s e d  by t h e  f a rm e r  and consumed by h i s  f a m i l y .
The v a lu e  o f  such  p r o d u c t s  i s  n o t  income t o  t h e  f a r m e r .  The Board o f  
Tax Appea ls  has  h e l d  t h a t ,  . . . nI t  i s  obvious  t h a t  such  i tems a re  com­
p a r a b l e  t o  t h e  r e n t a l  v a lu e  of  a p r i v a t e  r e s i d e n c e ,  which has  n e v e r  been
k-9
r e g a r d e d  as income o r  as a f a c t o r  in  t h e  d e t e r m i n a t i o n  o f  t a x  l i a b i l i t y . ”
But where  a s o l e  p r o p r i e t o r  o f  a b u s i n e s s  o f  s e l l i n g  p r o v i s i o n s  made w i t h ­
d raw a ls  f o r  p e r s o n a l  and f a m i l y  u s e ,  t h e  Income Tax Uni t  r u l e d  t h a t  he
must s u b t r a c t  e i t h e r  t h e  c o s t  o f  such P r o v i s i o n s  from h i s  t o t a l  p u rc h a s e s
50
f o r  t h e  y e a r  o r  add such  c o s t  t o  h i s  t o t a l  s a l e s .
I I .  INCLUSIONS
The i t ems  o f  g r o s s  Income t o  f a rm e rs  r e p o r t i n g  on t h e  cash  r e c e i p t s
51
and d i s b u r s e m e n t s  b a s i s  a r e  s u g g e s t e d  b r o a d l y  by t h e  R e g u l a t i o n s .  Gross 
income s h a l l  i n c lu d e  ( l )  t h e  amount o f  c ash  o r  t h e  va lue  o f  m erchand ise  
--------------59---------
Homer P. M o r r i s ,  9 BTA 1273*
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IT 998 ,  CB Dec. 1921,  p .  8 6 ; P .P .  Sweeten,  3 BTA 37;  F e l l i p o  
D icenso ,  11 BTA 620; T . J .  F r a n c i s ,  2 BTA IO8 7 .
51 Reg. I l l ,  Sec .  29*22 ( a ) -7*
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©r o t h e r  p r o p e r t y  r e c e i v e d  d u r i n g  t h e  t a x a b l e  y e a r  from t h e  s a l e  o f  l i v e -  
s ttnsk and produce  which were  r a i s e d  d u r in g  t h e  t a x a b l e  y e a r  o r  p r i o r  
y e a r s ,  ( 2 ) t h e  p r o f i t s  from t h e  s a l e  o f  any i t em s  p u r c h a s e d ,  i n c l u d i n g  
l i v e s t o c k ,  and ( 3 ) g r o s s  income from a l l  o t h e r  s o u r c e s .
I f  t h e  fa rm e r  uses  t h e  a c c r u a l  b a s i s ,  h i s  g r o s s  p r o f i t s  a r e  found 
by a dd ing  t© h i s  c l o s i n g  i n v e n t o r y  t h e  amount r e c e i v e d  from t h e  s a l e  o f  
l i v e s t o c k  and p r o d u c t s ,  and a l l  m i s c e l l a n e o u s  r e c e i p t s  d u r in g  t h e  y e a r ,  and 
d e d u c t i n g  from t h i s  sum t h e  b e g i n n in g  i n v e n t o r y  v a lu e  and t h e  c o s t  o f  l i v e ­
s t o c k  and p r o d u c t s  p u rc h a s e d  d u r in g  t h e  y e a r .
Gross  income from a l l  o t h e r  s o u r c e s ,  i n  t h e  case o f  a cash  b a s i s  
t a x p a y e r  and m i s c e l l a n e o u s  Income r e c e i p t s ,  i n  t h e  case  o f  a c c r u a l  b a s i s  
t a x p a y e r s ,  a p p a r e n t l y  c o v e r  t h e  same i t e m s .  I t  shou ld  be n o te d  t h a t  a l l  
o f  th e  i t em s  o f  g r o s s  income covered  so f a r  a r e  i tems  which a r e  used  t o  
d e t e rm in e  t h e  f a rm e rs  - 1 p r o f i t  from f a m i n g  and a l l  a r e  used  i n  compu­
t a t i o n s  ©n form 10l.|,0 F.  There a r e  many o t h e r  i t em s  o f  income t h a t  must  
be- i n c l u d e d  i n  g ro s s  income b u t  n o t  n e c e s s a r i l y  f i g u r i n g  i n  p r o f i t  from 
f a r m i n g .  Due t o  t h e  mechan ics  o f  t h e  forms t h e s e  o t h e r  i tems  a r e  hand led  
i n  s e p a r a t e  s c h e d u le s  on t h e  r e t u r n  form. An example o f  such  an i t em would 
be t h e  g a i n  from t h e  s a l e  o r  exchange o f  c a p i t a l  a s s e t s  ( i n  some c a s e s ,  
farm a n i m a l s ) ,  which would  be t r e a t e d  s e p a r a t e l y  in  ^Schedule  D -  Gains 
and Losses  from  S a l e s  and Exchanges of  P r o p e r t y ” found on form IOI4O.
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I I I .  VALUATION OF INCLUSIONS
Sim ply  s t e - i n g  w hich  I tems a r e  i n c l u d i b l e  f o r  g ro s s  income pu rposes  
does  n o t  s o lv e  t h e  e n t i r e  p rob lem ,  J u s t  as  im p o r ta n t  i s  th e  p roblem o f  
how much o f  t h e  i t e m  is, i n c l u d e d .
R e c e i p t s  o t h e r  t h a n  c a s h  -
When a f a rm e r  s e l l s  h i s  l i v e s t o c k  o r  produce  f o r  merchand ise  o r  
o t h e r  p r o p e r t y , h e  should  i n c lu d e  as  income t h e  f a i r  m arke t  va lue  o f  t h e  p ro p ­
e r t y  r e c e i v e d .
P r o f i t s  from p u r c h a s e d  i t e m s  -
The p r o f i t s  from t h e  s a l e  o f  i t e m s  p u r c h a s e d ,  i n c l u d i n g  l i v e s t o c k  
a re  d e t e rm in e d  by d e d u c t in g  t h e  t a x  b a s i s  from, t h e  s a l e  p r i c e .  This  
d i f f e r e n c e  i s  t h e  amount t h a t  i s  i n c lu d e d  i n  g ro s s  income. This  t r e a t ­
ment i s  v e r y  d i f f e r e n t  f r o m - t h a t  d i r e c t l y  above .  I n  t h e  p r e c e e d i n g  i t e m ,  
c o n c e r n in g  s a l e s  o f  p r o d u c t s  r a i s e d ,  t h e  e n t i r e  p ro c e e d s  a r e  i n c l u d e d  i n  
g r o s s  income b eca u se  t h e  expenses  i n  c o n n e c t i o n  t h e r e w i t h  w i l l  have been  
p r e v i o u s l y  d ed u c ted  i f  t h e y  were i n c u r r e d  o r  p a i d  i n  a p r i o r  y e a r .  Under 
t h e  t r e a t m e n t  o f  p r o d u c t s  pu rchased  t h e  t a x  b a s i s  i s  deduc ted  r e g a r d l e s s  
o f  when t h e  p u rc h a s e  was made.  The t a x  b a s i s  g e n e r a l l y  i s  t h e  c o s t  l e s s  
t h e  d e p r e c i a t i o n  a l l o w a b l e .
M i s c e l l a n e o u s  income r e c e i p t s
The R e g u l a t i o n  s p e c i f i e s  t h a t  m i s c e l l a n e o u s  income r e c e i p t s  must  
be i n c l u d e d .  These i tems u s u a l l y  a r e  e a s i l y  hand led  such  as cash  r e c e i v e d  
f a r  t h e  h i r e  o f  t e a m s ,  m ach ine ry  and t h e  l i k e  t o  n e i g h b o r s .
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M is c e l l a n e o u s  income r e c e i p t s  a r e  a l s o  c a l l e d  fto t h e r  farm income” 
i t em s  and i n c l u d e  such  t h i n g s  a s ;
R e c e i p t s  from wood and lumber  
Breed ing  f e e s  
Work ©ff farm 
County f a i r  p r i z e s
Recovery  f o r  h a i l  and f i r e  i n s u r a n c e  on c ro p s  
Commodity C r e d i t  Loans -
Such lo a n s  may be t r e a t e d  as l o a n s  and n o t  g r o s s  income o r  i f  t h e  
t a x p a y e r  f o r m a l l y  e l e c t s ,  t h e  l o a n  may be t r e a t e d  as  income i n  th e  y e a r  
r e c e i v e d .  I f  l a t e r  t h e  c ro p  i s  s o ld  a t  a p r i c e  i n  e x c e s s  o f  t h e  l o a n ,  
which had p r e v i o u s l y  been  t r e a t e d  as income,  such  e x c e s s  i s  f u r t h e r  income. 
R e c e i p t s  from c ro p  s h a r e  r e n t s  -
When a t e n a n t  pays  h i s  farmer,  l a n d l o r d  r e n t  i n  s h a r e s  o f  h i s  c r o p s ,  
t h e y  a r e  income t o  t h e  fa rm e r  o n ly  when reduced  t o  money o r  i t s  e q u i v a l e n t ,  
and on ly  t o  t h a t  amount.  I t  makes n© d i f f e r e n c e  w h e th e r  t h e  t a x p a y e r  i s  
©n t h e  cash  o r  a e c r u a l  method ,  e x c e p t  w i t h  t h e  l a t t e r ,  t h e  f a rm e r  shou ld  
be c a r e f u l  n o t  t o  i n c l u d e  such  s h a r e s  i n  h i s  i n v e n t o r i e s .
A g r i c u l t u r a l  p rogram payments -
Payments made t o  t h e  t a x p a y e r  u n d e r  any o f  t h e  governm en t ’ s a g r i -
52
c u l t u r a l  programs a r e  Income i n  th e  amount o f  t h e  payment,  u n l e s s  t h e y  
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a r e  re@ei.ved f o r  amounts expended ©n c a p i t a l  a s s e t s ,  in  which case  t h e y  
a r e  r e d u c t i o n s  ©f o o s t .
G i f t s  made by & fa rm e r  -
g a n i z a t i o n s  a r e  r e q u i r e d  t o  i n c l u d e  t h e  f a i r  m a rk e t  v a l u e  ©f such  c o n t r i -
h i s  son ©f c a t t l e  he had r a i s e d  i s  r e q u i r e d  t o  i n c lu d e  t h e i r  f a i r  m a rke t
v a l u e ,  a t  t h e  t im e  ©f t h e  g i f t ,  i n  h i s  g ro s s  income.  The Income Tax Unit  
s a i d  t h i s  c o n c l u s i o n  was b a s e d  on t h e  t h e o r y  o f  an a s s ig n m e n t  o f  t h e  
d o n o r ' s  r i g h t  t© income.
P a t ro n a g e  d i v i d e n d s  -
cause  he i s  a p a t r o n  o f  s. c o o p e r a t i v e  t h a t  m a rk e t s  h i s  p r o d u c t s  o r  s e l l s  
him h i s  s u p p l i e s .  The r u l e s  r e g a r d i n g  p a t ro n a g e  d i v i d e n d s  a re  s u c c i n c t l y  
s t a t e d  as  f o l l o w s :
Farmers- who marke t  produce  t h r o u g h  a c o o p e r a t i v e  shou ld  add t o  
t h e  s a l e s  p r i c e  o f  t h e  p ro d u c e ,  o r  t o  o r d i n a r y  income, any p a t ro n a g e  
d i v i d e n d s  r e c e i v e d  i n  t h e  t a x a b l e  y e a r  as  a r e s u l t  o f  such t r a n s a c t i o n s .  
Farmers who buy ,  t h r o u g h  a c o o p e r a t i v e ,  im p lem en ts ,  g a s o l i n e ,  s e e d ,  
f e r t i l i z e r ,  o r  o t h e r  i t e m s  f o r  use  i n  t h e i r  b u s i n e s s  s h o u ld  e i t h e r  
r educe  t h e i r  d e d u c t io n s  f o r  such  i t ems  by t h e  amount o f  p a t ro n a g e  
d i v i d e n d s  r e c e i v e d  o r  add p a t r o n a g e  d iv i d e n d s  t o  income. P a t r o n ­
age d i v i d e n d s  r e c e i v e d  as r e b a t e s  f o r  p u r c h a s e s  o f  i t em s  n o t  used 
i n  your  b u s i n e s s  shou ld  b© o m i t t e d  from you r  t a x  r e t u r n .  P a t r o n ­
age d i v i d e n d s  a r e  c o n s i d e r e d  p a i d  t o  you when r e m i t t e d  i n  c a s h ,  
m e rc h a n d i s e ,  s t o c k  c e r t i f i c a t e s ,  o r  when c r e d i t e d  t o  y o u r  a c c o u n t .
Farmers d o n a t i n g  p r o d u c t s ,  t h e y  have r a i s e d ,  t o  c h a r i t a b l e  o r -
Likewisr: ,}  a f a r m e r  who made a g i f t  t©feutiems i n  t h e i r  g r o s s  income
5h
P a t ro n a g e  d iv i d e n d s  a r e  i^efunds o r  r e b a t e s  -^aid t o  a f a rm e r  be -
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The r u l e  was s t a t e d  above t h a t  p r o f i t  on s a l e s  o f  p r o p e r t y  must  
be i n c l u d e d  i n  g r o s s  income, w h i l e  t h i s  i s  t r u e ,  n o t  a l l  p r o f i t a b l e  s a l e s  
a r e  t a x e d  on th e  f u l l  m o u n t  o f  t h e  p r o f i t .  When c a p i t a l  a s s e t s  a r e  s o l d  
®r e x ch a n g ed , t h e  r e s u l t s  a r e  a c a p i t a l  g a i n  o r  l o s s .  I f  t h e  c a p i t a l  a s s e t  
has  b e e n  h e l d  f o r  more t h a n  6 months t h e  g a i n  or  l o s s  i s  l o n g - t e r m ;  i f  h e l d  
f©r 6  months o r  l e s s , t h e  g a i n  o r  l o s s  i s  s h o r t - t e r m .  I f  t h e  g a i n  i s  l o n g ­
t e r m ,  on ly  o n e - h a l f  t h e  amount i s  t a k e n  i n t o  a c c o u n t ;  i f  s h o r t - t e r m ,  t h e  
e n t i r e  amount o f  g a i n  o r  l o s s  i s  t a k e n  i n t o  a c c o u n t .  Long- term and s h o r t ­
t e rm  c a p i t a l  g a in s  and l o s s e s  a r e  t h u s  combined,  r e s u l t i n g  i n  a n e t  c a p i t a l
g a i n  o r  l o s s .  A n e t  c a p i t a l  g a i n  i s  i n c lu d e d  i n  income, b u t  a n e t  c a p i t a l
\
l o s s  i s  a l l o w a b l e  i n  t h e  y e a r  o f  l o s s  o n ly  t o  a maximum o f  $1 0 0 0 , t h e  r e s t  
b e i n g  c a r r i e d  fo rw ard  f o r  a t o t a l  o f  5 y e a r s  i f  n o t  used  us s o o n e r .
The r e l i e f  p r o v i s i o n  w hich  u n i t s  t h e  r a t e  a t  vdrich a n e t  l o n g - t e r m  c a p i t a l  
can  be t a x e d  i s  t h e  same f o r  f a rm e rs  as f o r  o t h e r  t a x p a y e r s .
The law d e f i n e s  c a p i t a l  a s s e t s  n e g a t i v e l y  a s :
. . . p r o p e r t y  h e l d  by t h e  t a x p a y e r  (w he the r  o r  n o t  connec ted  
w i t h  h i s  t r a d e  o r  b u s i n e s s ) ,  bu t  does  n o t  in c lu d e  s t o c k  i n  t r a d e  
©f t h e  t a x p a y e r  o r  o t h e r  p r o p e r t y  o f  a k in d  which would p r o p e r l y  
be i n c l u d e d  i n  t h e  i n v e n t o r y  o f  t h e  t a x p a y e r  I f  on hand a t  t h e  c l o s e  
o f  t h e  t a x a b l e  y e a r ,  o r  p r o p e r t y  h e l d  by t h e  t a x p a y e r  p r i m a r i l y  
f o r  s a l e  t o  cu s to m ers  i n  t h e  o r d i n a r y  c o u r s e  o f  h i s  t r a d e  o r  b u s i n e s s ,  
o r  p r o p e r t y ,  u sed  i n  t h e  t r a d e  o r  b u s i n e s s ,  o f  a c h a r a c t e r  which  i s  
s u b j e c t  t© t h e  a l low ance  f o r  d e p r e c i a t i o n  p ro v id e d  In  s e c t i o n  23 ( l ) >  
o r  an o b l i g a t i o n  o f  th e  U ni ted  S t a t e s  or  any o f  i t s  p o s s e s s i o n s ,  
o r  o f  a S t a t e  o r  T e r r i t o r y ,  or  any p o l i t i c a l  s u b d i v i s i o n  t h e r e o f ,  
o r  o f  th e  D i s t r i c t  o f  Columbia,  i s s u e d  on or  a f t e r  March 1 ,  19^1? 
on a d i s c o u n t  b a s i s  and p a y a b le  w i t h o u t  i n t e r e s t  a t  a f i x e d  m a t u r i t y  
d a t e  n o t  ex c e e d in g  one y e a r  from t h e  d a t e  o f  i s s u e ,  or  r e a l  p r o ­
p e r t y  used  i n  t h e  t r a d e  o r  b u s i n e s s  o f  t h e  t a x p a y e r ; ^
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The exelusi©®. @f s t o c k  i n  t r a d e  o r  i n v e n t o r y  p r o p e r t y  and p r o p e r t y  
h e l d  p r i m a r i l y  f o r  s a l e  t o  c u s t o m e r s ,  i n  e f f e c t ,  e x c l u d e s  t h e  s a l e  o f  p r o d u c t s  
r a i s e d  ©r p u r c h a s e d  f o r  r e s a l e  by t h e  f a r m e r .  S a le s  o f  i n v e s t m e n t s ,  r e ­
s i d e n t i a l  p r o p e r t y  and p e r s o n a l  a u t o m o b i l e s  a r e  c a p i t a l  a s s e t s  common t o  
f a r m e r s .  Of c o u r s e ,  a l t h o u g h  g a i n s  from t h e  s a l e  ©f t h e  l a s t  two a re  
t r e a t e d  as  c a p i t a l  g a i n s ,  l o s s e s  t h e r e f r o m  would  n o t  be d e d u c t i b l e  s i n c e  
t h e  t r a n s a c t i o n s  a r e  n o t  e n t e r e d  i n t o  f o r  p r o f i t .
A r e l i e f  p r o v i s i o n  i n  t h e  Code has  b roadened  c o n s i d e r a b l y  t h e  scope
56
o f  a s s e t s  w h ich  may b e n e f i t  f ro m  c a p i t a l  a s s e t  t r e a t m e n t .  Th is  s e c t i o n . ;  
i s  e n t i r e l y  i n  f a v o r  ©f t h e  t a x p a y e r .  I t  a p p l i e s  t o  d e p r e c i a b l e  p r o p e r t y  
and r e a l  p r o p e r t y ,  and t i m b e r  u n d e r  some c o n d i t i o n s .  As a r e s u l t  o f  th e  
t r e a t m e n t  p r e s c r i b e d  t h e r e i n ,  i f  t h e  t o t a l  o f  t h e  ”117 J ” t r a n s a c t i o n s  
i s  a n e t  g a i n ,  t h e  t r a n s a c t i o n s  a re  t r e a t e d  as l o n g - t e r m  c a p i t a l  g a i n s  
and l o s s e s  and t h e r e f o r e ,  ©nly ©ne-h&lf ©f t h e  a c t u a l  g a i n s  and l o s s e s  
a r e  t a k e n  i n t o  a c c o u n t .  I f  t h e  ”117 J n t r a n s a c t i o n s  r e s u l t  i n  a n e t  l o s s ,  
t h e n  t h e  s e c t i o n  i s  n o t  a p p l i c a b l e  and t h e  t r a n s a c t i o n s  a r e  t r e a t e d  as 
o r d i n a r y  g a i n s  and l o s s e s ,  I .  e .  t h e  n e t  l o s s  i s  f u l l y  d e d u c t i b l e .
For a t r a n s a c t i o n  t o  be a ”117 J ” t r a n s a c t i o n ,  t h e r e  must  have a 
s a l e  o r  exchange  o r  an i n v o l u n t a r y  c o n v e r s i o n  o f  such  p r o p e r t y  a f t e r  i t  
had been  h e l d  f o r  more t h a n  6  months .  I n  a d d i t i o n  t o  t h e  f o r e g o i n g ,  the  
p r o p e r t y  mus t  be u sed  i n  t h e  b u s i n e s s .  An i n v o l u n t a r y  c o n v e r s io n  i s  de -
55
I . R . C . , Sec .  1 1 7 ( a ) .
32
s© r ibed  as  eomdeBoajttiefc, s e i z u r e ,  d e s t r u c t i o n ,  t h e f t  and s i m i l a r  l o s s e s .
The i n v o l u n t a r y  c o n v e r s i o n  p r e v i s i o n  can  be a p p l i e d  t o  c a p i t a l  a s s e t s  to©.
A n im a l s , w h e th e r  r a i s e d  o r  a c q u i r e d  f o r  d r a f t ,  b r e e d i n g  o r  d a i r y  
p u r p o s e s  i f  h e l d  f o r  more t h a n  6 months meet  t h e  r e q u i r e m e n t s  o f  Sec .  117 ( j ) .  
The Bureau  h a s  r u l e d  t h a t  t h e  i n c l u s i o n  o f  t h e  above an im a ls  i n  i n v e n t o r y  
i s  i m m a t e r i a l  s i n c e  i t  i s  done by t h e  f a r m e r  m ere ly  as an  a c c o u n t in g  con-
57
v e n i e n e e .  When such  l i v e s t o c k  a r e  s o l d  t h e  opening  i n v e n t o r y  must  be 
a d j u s t e d  t o  show t h e i r  t r a n s f e r  t o  th e  c a p i t a l  a s s e t  a c c o u n t .  The Com­
m i s s i o n e r  a p p a r e n t l y  c o n s i d e r s  t h e  t r e a t m e n t  i n  t h i s  p a r a g r a p h ,  which  has  
b e e n  approved by t h e  c o u r t s ,  i s  t o o  b r o a d .
A cco rd ing  t o  t h e  c o u r t ,  f o r  a t r a n s a c t i o n  t o  come un d e r  117 ( j )  
i t  i s  encumbent upon t h e  s e l l e r  t o  show:
( l )  t h a t  t h e  a n im a l s  s o l d  were used i n  h i s  t r a d e  o r  b u s i n e s s ;
(2 ) were  s u b j e c t  t o  a l low ance  f o r  d e p r e c i a t i o n ;  (3 )  were h e l d  f o r  
more t h a n  6  months ;  (I4.) were no t  p r o p e r t y  o f  t h e  k in d  i n c l u d i b l e  
i n  t h e  s e l l e r ' s  i n v e n t o r y  i f  on hand a t  t h e  c l o s e  o f  t h e  t a x a b l e  
y e a r ;  ( 5 ) t h a t  t h e  an im a ls  were n o t  h e l d  p r i m a r i l y  f o r  s a l e ^ t o  
cus tom ers  i n  t h e  o r d i n a r y  cou r se  o f  h i s  t r a d e  o r  b u s i n e s s .
From a l l  i n d i c a t i o n s ,  i t  i s  conceded by t h e  Commissioner t h a t  such 
an im a ls  a re  u sed  i n  t h e  t r a d e  o r  b u s i n e s s  o f  fa rming  and t h a t  t h e y  a r e  
p r o p e r t y  s u b j e c t  t o  a l low ance  f o r  d e p r e c i a t i o n .  The Commissioner i s  con­
t e n d i n g  t h a t  t h e  an im a ls  a r e  h e l d  p r i m a r i l y  f o r  s a l e  t o  cus tom ers  and t h a t  
t h e y  a r e  p r o p e r t y  o f  t h e  k in d  i n c l u d i b l e  i n  i n v e n t o r y .  I t  i s  s t r a n g e  t o  
mote t h e  C om m iss ioner ' s  c o n t e n t i o n  or  th e  l a t t e r  p o i n t ,  s i n c e  t h e  B’-roau 
has  r u l e d  t h a t  t h e  f a c t  t h a t  l i v e s t o c k  have been  i n c l u d e d  in  I n v e n t o r y  i s  
i m m a t e r i a l .  This  Bureau r u l i n g  has  had t h e  f u l l  s u r p o r t  o f  t h e  c o u r t s
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w hich  have f a c e d  t h e  i s s u e .
I®, t h e  A l r i g h t  e a s e  t h e  c o u r t  r e j e c t e d  t h e  Commiss ioner ' s c o n t e n t i o n  
t h a t  " c u l l s 11 f rom a b r e e d i n g  h e rd  a r e  h e l d  p r i m a r i l y  f o r  s a l e  t o  cus tom ers  
and i n  so  do ing  r e j e c t e d  t h e  pr ima f a c i e  t e s t  which had been  imposed by 
Bureau r u l i n g .  Under t h e  t e s t ,  i f  t h e  number o f  an im a ls  s o l d  d u r in g  th e  
y e a r  exceeded  t h e  r a i s e d  an im a ls  added t o  t h e  b r e e d i n g  h e rd  d u r in g  th e  
y e a r ,  them t h e  e x c e s s  s o l d  would be presumed t o  be h e l d  f o r  b r e e d i n g  p u r ­
p o s e s ;  i f  t h e  r e v e r s e  were t r u e ,  t h e n  none o f  t h e  an im als  s o ld  were t o  be
60
c o n s i d e r e d  s u b j e c t  t o  1 1 7 ( j )*
Since  most f a rm e r s  a r e  n o t  engaged i n  t h e  b u s i n e s s  of  lu m b e r in g ,  
g e n e r a l l y ,  s t a n d i n g  t i m b e r  on t h e  la nd  o f  a f a rm e r  i s  a c a p i t a l  a s s e t .
The Code p r o v i d e s  t h a t  i f  a f a rm e r  c u t s  t i m b e r  t h a t  he has  owned more t h a n  
6  m o n th s ,  he can e l e c t  t o  t r e a t  t h e  c u t  t i m b e r  as though  s o ld  s t a n d i n g .
I f  t h e  fa rm e r  so e l e c t s ,  t h e  d i f f e r e n c e  be tween  t h e  f a i r  marke t  v a lu e  o f  
t h e  s t a n d i n g  t i m b e r  and t h e  a d j u s t e d  b a s i s  o f  t h e  f e l l e d  t i m b e r  i s  t r e a t e d  
as  a ”H 7 J ” t r a n s a c t i o n .
Some i n t e r p r e t a t i o n s  o f  t h e  Code p r o v i s i o n s  as t o  c a p i t a l  a s s e t s
62
fo l lovr :  Feeder  c a t t l e  a r e  n o t  c a p i t a l  a s s e t s  n o r  a re  t h e  ”117 J M a s s e t s ;
I f  c a p i t a l  a s s e t s  a r e  s o l d  i n  e x ce ss  o f  O.P.A.  c e l l i n g  p r i c e ,  th e  excess
59
Fawn Lake Ranch Co . ,  12 1C 153? I s s a c  Emerson, 12 TC 115*
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I . T .  3712,  CB 191+5, p .  176.
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I . R . C . , Sec.  1 1 7 ( k ) .
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I . T . , 3932 ,  CB 191+8 - 2 , p .  7 .
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i s  ©rdimary g a i n ;  Where e i t r u s  g ro v es  a r e  s o ld  w i t h  f r u i t  ©n t h e  t r e e s ,  
t h e  g a i n  a l l o c a b l e  t o  t h e  f r u i t  i s  o r d i n a r y  income and t h a t  a l l o c a b l e  t o  
t h e  l a n d  and t r e e s  may be t r e a t e d  as ”117 U” t r a n s a c t i o n .
53
I . T .  3811 ,  CB 191+6-2; p .  70 .
CHAPTER VI
DEDUCTIONS
I .  FARM EXPENSES
The g e n e r a l  r u l e  r e g a r d i n g  fa rm  expenses  i s  t h a t  a f a rm e r  may dedue t  
a l l  expenses  n e e e s s a r y  t o  t h e  b u s i n e s s  o f  f a rm in g .  The most eom.mon t y p e s  o f
d e d u c t i b l e  and n o n - d e d u c t i b l e  e x p e n d i t u r e s  f o l lo w :
D e d u c t i b l e  ex p en s es
Kages p a i d  h i r e d  h e l p .
C©st o f  b o a r d  f o r  use  o f  h i r e d  h e l p .
R a t io n s  p u rc h a s e d  and f u r n i s h e d  s h a r e c r o p p e r s .
Feed p u r c h a s e d  ( g r a i n ,  h a y ,  s i l a g e ,  m i l l  f e e d s ,  c o n c e n t r a t e s  and 
o t h e r  ro u g h ag es ,  and c o s t  o f  g r i n d i n g ,  m ix in g ,  and p r o c e s s i n g  
f e e d ) .
Machine h i r e  (payments f o r  use o f  t h r e s h i n g ,  combin inb ,  s i l o  
f i l l i n g ,  b a l i n g ,  g i n n i n g ,  and o t h e r  m a c h in e s ) .
Seeds and p l a n t s  p u rc h a s e d .
S u p p l i e s  p u rc h a s e d  ( s p r a y  m a t e r i a l ,  p o i s o n s ,  d i s i n f e c t a n t ,  c a n s ,  
b a r r e l s ,  b a s k e t s ,  egg c a s e s ,  b a g s ,  e t c . ) .
R e p a i r s  and m a in tenance  o f  farm b u i l d i n g s ,  f e n c e s ,  d r a i n s .
R e p a i r s  and m a in tenance  o f  farm machines  and equ ipm en t .
Small  t o o l s  ( s h o v e l s ,  r a k e s ,  e t c . ) .
B reed ing  f e e s .
F e r t i l i z e r s  and l ime ( c o s t  o f  commercial  f e r t i l i z e r s ,  l i m e ,  and 
manure p u rc h a s e d  d u r i n g  t h e  y e a r ,  t h e  b e n e f i t  o f  which i s  o f  
s h o r t  d u r a t i o n ) .
V e t e r i n a r y  and m ed ic ine  f o r  l i v e s t o c k .
G a s o l i n e ,  o t h e r  f u e l  and o i l  f o r  fa rm b u s i n e s s .
S to ra g e  and w arehous ing  ex p en se .
S t a t e  and l o c a l  t a x e s  oh farm b u s i n e s s  p r o p e r t y .
I n s u r a n c e  on farm p r o p e r t y ,  e x c e p t  f a r m e r ' s  d w e l l in g  ( b u i l d i n g s ,  
improvements ,  e q u ip m en t ,  c rops  and l i v e s t o c k ) .
I n t e r e s t  on farm n o t e s  and m o r tg a g e s .
W ater  r e n t  ( fa r®  s h a r e  o f  e x p e n s e ) .
E l e c t r i c i t y  ( fa rm s h a re  o f  e x p e n s e ) .
Te lephone ( farm s h a re  o f  e x p e n s e ) .
Rent  p a i d  i n  c a s h .
Auteraobi le  upkeep expense (farm s h a r e ) .
B la cksm i th  and h a r n e s s  r e p a i r .
Bookkeeping s e r v i c e .
S u b s c r i p t i o n  t o  farm j o u r n a l s .
T r a v e l  expense  co n n e c te d  w i th  farm b u s i n e s s .
36
Deducti®as mot a l l o w a b l e
Value ©f p r o d u e t s  r a i s e d  by f a r m e r  and used  f o r  b oa rd  o f  h i r e d  
he l p  •
Wages p a id  employees  engaged s o l e l y  i n  househo ld  work.
Expense o f  r a i s i n g  p r o d u c t s  eonsumed by f a rm e r  and h i s  f a m i l y .
Value o f  l a b o r  o f  f a r m e r ,  h i s  w i f e ,  o r  minor  c h i l d r e n .
I n s u r a n c e  on farm d w e l l i n g .
R e p a i r s  t o  b u i l d i n g  u sed  as f a r m e r ' s  d w e l l i n g .
F e d e r a l  income,  e s t a t e  and g i f t  taxesv.
C a p i t a l  e x p e n d i t u r e s  (p u rc h a s e s  o f  m ach ine ry  and equ ipm en t ,  improve- 
■ ments  t o  b a rn s  and farm b u i l d i n g s ) .
Share  o f  a u to m o b i le  upkeep and d e p r e c i a t i o n  n o t  a p p l i c a b l e  t o  farm 
b u s i n e s s  b u t  r e l a t e d  t o  p e r s o n a l  o r  f a m i l y  u s e .
Loss o f  p r o s p e c t i v e  c rop  by s to r m ,  f l o o k ,  ©r f i r e .
Expenses o f  farm o p e r a t e d  f o r  r e c r e a t i o n  o r  p l e a s u r e *  h
O ther  mere t r o u b le s o m e  expenses  w i l l  be t r e a t e d ,  s e p a r a t e l y .
G i f t s  and c o n t r i b u t i o n s  o f  t h e  f a rm e r  -
When, t h e  f a rm e r  d o n a t e s  p r o d u c t s  he has  r a i s e d  t o  a c h a r i t a b l e
' o r g a n i z a t i o n ,  he i s  e n t i t l e d  t o  deduc t  t h e  f a i r  marke t  va lue  o f  such p r o -
65
d u e t s .  The ex p en s es  o f  p r o d u c t i o n  a re  d e d u c t i b l e  t o o ,  w i t h o u t  a d j u s t m e n t .
Where t h e  f a r m e r  siakes an  o r d i n a r y  g i f t ,  he can deduc t  t h e  expenses  o f
66
r a i s i n g  th e  b a t t l e  g iv e n .
Wages p a i d  minor  c h i l d r e n  -
I n  t h e  l i s t  h ead ing  t h i s  c h a p t e r  under  d e d u c t io n s  n o t  a l l o w a b le  w i l l  
be found " v a l u e  o f  l a b o r  o f  f a r m e r ,  h i s  w i f e ,  o r  minor  c h i l d r e n . "  This  
c a t e g o r y  s h o u ld  n o t  be m i s t a k e n  f o r  wages p a i d  t o  minor c h i l d r e n ,  which 
may be d e d u c t i b l e .  The Commissioner has  r u l e d  t h a t  r e a s o n a b l e  wages p a i d  
by a f a t h e r  t o  h i s  u n e ^ a n c i p a t e d  minor c h i l d  f o r  p e r s o n a l  s e r v i c e s ,  a c t u a l ­
l y  r e n d e r e d  as  a bona f i d e  employee in  t h e  conduct  o f  t h e  f a t h e r ' s  b u s i n e s s ,  
5U
P r e n t i c e  H a l l  F e d e ra l  Tax S e r v i c e ,  Vol.  1 ,  1950» P* 7156*
65
I . T .  3910,  CB 191+8, p.  15.
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I . T .  3952,  CB 191+8-2, p .  7 .
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©©inst i tu tes a d e d u c t i b l e  e x p e n s e .  He may a t  t h e  same t ime  be d e p r i v i n g  
h i m s e l f  ©f am exem ption  i f  t h e  wages exceed  1500. The v a l u e  o f  meals  and 
lo d g i n g  f u r n i s h e d  t h i s  same m inor  c h i l d  i s  n o t  d e d u c t i b l e  as wages .
H i red  l a b o r  -
A f a r m e r  may d ed u c t  room and b o a rd  p u rc h a s e d  f o r  h i r e d  l a b o r  r e ­
g a r d l e s s  o f  t h e  u s u a l  d i s t i n c t i o n  as t o  w h e th e r  I t  i s  f o r  t h e  e m p lo y e r ' s  
©r t h e  e m p lo y e e ' s  c o n v e n i e n c e .  The l a b o r e r  must  draw t h e  d i s t i n c t i o n  i n  
d e t e r m i n i n g  w h e th e r  such  i t em s  a r e  income t o  him.
Expenses  and Commodity C r e d i t  Loans -
I f  t h e  f a r m e r  has  o b t a i n e d  lo a n s  from t h e  Commodity C r e d i t  Cor­
p o r a t i o n  and he e l e c t e d  t o  t r e a t  t h e  l o a n  as income, he may deduc t  h i s  
expenses  c o n n e c te d  w i t h  t h e  crop f o r  t h e  y e a r  i t ' s . i n c l u d e d  i n  income.
I f  t h e  e l e c t i o n  h a s  n o t  been  made,  t h e  f a rm e r  may deduc t  expenses  o f  th e  
crop  t h i s  y e a r ,  even th ough  he wont have income u n t i l  t h e  c rop  i s  s o l d .  
Crop e x p e n s e s  o f  ©rop b a s i s  f a n n e r  -
Expenses  i n c u r r e d  i n  r e g a r d  t o  c rops  p l a n t e d  i n  p r i o r  y e a r s  may 
be d e d u c t e d  i n  t h e  c u r r e n t  y e a r  i f  t h e  c rop  i s  s o ld  i n  t h e  c u r r e n t  y e a r .  
The C om m iss ione r ' s  c o n s e n t  i s  r e q u i r e d .
O f f i c e  expenses  -
When a fa rm i s  o p e r a t e d  as a b u s i n e s s ,  o f f i c e  expenses  i n  con-
68
n©®tion w i t h  t h e  o p e r a t i o n  ©f t h e  farm a r e  d e d u c t i b l e .
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I . T .  3767 , CB 19l*5, p . 101.
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George W. C u t t i n g  e t  a l . ,  Sec.  1+7, 3^7 R-H Memo TC.
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Development expenses  -
Expenses  i n c u r r e d  w h i l e  d e v e l o p in g  fa rm  t o  a p r o d u c t i v e  s t a t e  a r e  
d e d u c t i b l e  u n l e s s  t h e  o p t i o n  has  been  e x e r c i s e d  t o  c a p i t a l i z e  them.
Once t h e  e l e c t i o n  i s  made i t  i s  b i n d i n g  and t h e  t a x p a y e r  w i l l  n o t  be a l low ed
69
t® go b a c k  and amend h i s  r e t u r n  t o  t r e a t  such  i t em s  i n  a d i f f e r e n t  way.
I I .  DEVELOPMENT EXPENDITURES
The Bureau d i v i d e s  t h e  l i f e  o f  a fa rm,  o r e h a r d  o r  r a n c h  i n t o  t h r e e  
p e r i o d s :  t h e  p r e p a r a t o r y ,  t h e  development p e r i o d ,  and t h e  p r o d u c t i v e  p e r i o d .
70
During  t h e  p r e p a r a t o r y  p e r i o d ,  p r e p a r a t o r y  e x p e n d i t u r e s  must be c a p i t a l i z e d .  
P r e p a r a t o r y  ex p en s es  a r e  t h o s e  e x p e n d i t u r e s  made p r i o r  t o  t h e  development 
s t a g e ,  which a r e  n o t  c o n s i d e r e d  o r d i n a r y  and n e c e s s a r y  expenses  i n  t h e  
b u s i n e s s  f i e l d  t h e  t a x p a y e r  i s  e n t e r i n g .
When t h e  development s t a g e  i s  e n t e r e d  t h e  t a x p a y e r  has an o p t i o n  
t© c a p i t a l i z e  o r d i n a r y  and n e c e s s a r y  b u s i n e s s  e x p e n s e s .  A f t e r  t h e  b u s i n e s s  
e n t e r s  t h e  p r o d u c t i v e  s t a g e  t h e  o r d i n a r y  and n e c e s s a r y  b u s i n e s s  expenses  
ean n o t  be c a p i t a l i z e d  b u t  must  be deduc ted  c u r r e n t l y  as e x p en s es .
I I I .  DEPRECIATION
The R e g u l a t i o n  r e g a r d i n g  d e p r e c i a t i o n  by f a rm e r s  s t a t e s  a d e f i n i t e  
r u l e  t h a t  farm b u i l d i n g s ,  o t h e r  t h a n  t h e  owners r e s i d e n c e ,  farm machinery
59
I . T .  1952,  CB June 1921+, p .  1 3 9 .
70
Min. 6030,  Supp.  1 ,  Dec. 11.337*
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and © th e r  p h y s i c a l  p r o p e r t i e s  i n c l u d i n g  l i v e s t o c k ,  a r e  s u b j e c t  t o  a d e d u c t io n
71
f©r d e p r e c i a t i o n .  The p r o p e r t y  must  be used  i n  t h e  t r a d e  o r  b u s i n e s s  and 
i t  must  n o t  be i n c l u d e d  i n  i n v e n t o r y .  I f  p a r t  o f  t h e  f a r m e r ' s  d w e l l in g  
i s  u sed  i n  h i s  fa rm  o p e r a t i o n s  he may d e p r e c i a t e  such p o r t i o n .  Land i s  
n o t  d e p r e c i a b l e j t h e r e f o r e  when b u i l d i n g s  a r e  d e p r e c i a t e d , t h e  va lu e  o f  t h e  
l a n d  s h o u ld  no t  be i n c l u d e d ,  *
T© compute d e p r e c i a t i o n , t h e  c o s t  o r  o t h e r  t a x  b a s i s  must  be a s ­
c e r t a in e d .  and t h e  d e p r e c i a t i o n  a l low ed  o r  a l l o w a b l e  i n  p r i o r  y e a r s  must be 
d e d u c t e d .  The r e s u l t  r e p r e s e n t s  t h e  v a lu e  t o  be r e c o v e re d  by d e p r e c i a t i o n .
T© f i n d  t h e  annua l  d e d u c t i o n s  f o r  d e p r e c i a t i o n  t h i s  l a s t  f i g u r e  must be 
d i v i d e d  by t h e  r em a in in g  u s e f u l  l i f e  o f  t h e  a s s e t  s t a t e d  i n  y e a r s .
The Bureau has  r e c o g n i z e d  t h a t  f a rm  m a ch in e ry  d e p r e c i a t e s  w h e th e r  
c rops  a r e  p l a n t e d  i n  t h a t  y e a r  o r  n o t  and r e g a r d l e s s  o f  t h e  maimer o f
comput ing  income,  d e p r e c i a t i o n  may be deduc ted  on ly  i n  t h e  y e a r  o f  oc -  
72
c u r e n c e .  Even th ough  t h e  l i f e  o f  an  o r c h a rd  i s  somewhat i n d e f i n i t e ,  t h e r e  
i s  no doubt  t h a t  i t s  u s e f u l  l i f e  i s  l i m i t e d .  A l l  expenses  n e c e s s a r y  t o  
b r i n g  an  o r c h a r d  t o  i t s  p r o d u c t i v e  s t a g e  may be c a p i t a l i z e d  and t h e r e a f t e r
73a f a i r  amd r e a s o n a b l e  annua l  d e d u c t i o n  f o r  d e p r e c i a t i o n  w i l l  be a l lo w e d .
71
Reg. I l l ,  Sec .  2 9 - 2 3 ( l ) - 1 0 .
72
I . T .  1700 I I  -  ICB 102.
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0 .  797,  CB 1919,  p .  1305 K&weah Lemon Co . ,  5 BTA 992.
I4.0
The f o l l o w i n g  s u g g e s te d  u s e f u l  l i v e s  f o r  d e p r e c i a b l e  farm a s s e t s  
a r e  p r e s e n t e d  i n  t h e  Bureau B u l l e t i n  rtFu as a gu ide  t o  t h e  f a rm e r  in  
h a n d l i n g  h i s  d e p r e c i a t i o n  and o b s o l e s c e n c e  p rob lem s:
Average u s e f u l  l i f e  ( y e a r s )
Animals
C a t t l e ,  b r e e d i n g  o r  "1a i r y ......................................................... . 8
G o a t s ,  b r e e d in g . ............................................................................................................ 5
Hogs, b r e e d i n g ............................................................................................................ 5
H o r s e s ,  b r e e d i n g  o r  w o r k .................................................................................. 10
M ules ,  w ork .  .  .......................................................................  10
Sheep ,  b r e e d i n g .  . . . . . .  ................................................  . . . . . 5
B a r r e l s ,  d i p ......................................................................................................................6
B e e h i v e s . ............................................................. .... ................................................... 10
B e n c h e s ............................    . . . 2 0
B i n d e r s :
C o r n ...................................................................................................   .12
G r a i n .................................................  l b
B i n s . .................................    .20
B o i l e r s  . . . . . . . . . . . . . . . .  .................................................20
B unchers ,  c l o v e r ......................................................................   .15
B u rn e r s ,  o i l .   ............................................................................................IB
C a b l e s .......................................................................  . . . . 3
C a n a l s :
S t e e l  and c o n c r e t e ......................................................................................... . . 5 0
Wood s yphon ................................ .................................................................................25
Canning m a c h in e s ...................................................................... . . .............................15
C a r r i e r s :
Feed •  .......................................................................    .20
Hay. . . . . . . . . . . . . . .  .........................................................  .25
L i t t e r ............................       5
C a r t s :
Dump and f a r m ........................... ................................................................................. 8
Hand  ......................................................................   . 5
C e l l a r s ,  r o o t   ..........................................   JO
C essp o o ls  9  ....................................................  15
C i s t e r n s .   ....................................................   .33
C le a n e r s  and g r a d e r s .......................................................................................  . .15
C l i p p e r s ,  h o r s e  . .  ..................................................... . . . . . . . . . . 8
Conveyors and e l e v a t o r s  . . . . . .  ............................................................. 15
C o v e r s ,  c a n v a s .   ...........................................................................   8
C r i b s ,  c o r n ............................................................................................................   .30
C r u s h e r s ,  corn  and cob.  . . . . . . . . . . .  ...................................... 15
h i
Average useful l i f e  (years)
C u l t i v a t o r s .....................................   15
C u l v e r t s :
Masonry and c a s t - i r o n  p i p e .   50
G a lv a n iz e d  c o r r u g a t e d  i r o n .................................  .25
R i v e t e d  s t e e l ......................................  53
Cups ,  t u r p e n t i n e   ............................................................ 5
C u t t e r s :
Feed .   ....................................................  .12
R o ta r y  s tum p.............................................................................................................. 20
D i g g e r s ,  p o t a t o .  .  ..........................................   15
D i s t r i b u t o r s ,  f e r t i l i z e r  •  .................................  12
D r i l l s :
G ra in   ........................................................................................................  .15
W e l l ................................................................................................................................. 10
Dross p l a n t s   ............................................... 10
E l e v a t o r  m a c h in e ry ,  g r a i n .  . . . .  ......................................  . . .  .18
E l e v a t o r  and wagon dump, g r a i n  ..............................................................  .12
E n g i n e s :
G a s o l i n e .  . . . . . . . . . . . .  ..........................................................10
D i e s e l .......................................................................................................................... .15
S t a t i o n a r y ,  s t e a m ................................................................................................20
T r a c t i o n ,  s t e a m ...............................................    .20
F e e d e r s .  . . . . . . . . . . . . . .  ...........................................  . . 8
Fence m a c h i n e s ............................................................................................... ....  * 5
Fence p o s t s ,  s t e e l ............................     .30
F e n c e s :
Snow......................................    . . 8
Weed.   .......................     . 15
F e n c in g ,  woven w i r e ..................................................................  .15
F l u m e s .............................................................     25
F o rg e s ,  p o r t a b l e .....................................     12
Fumiga tors  . . . . . .    . . . .    . . . . 1 0
F u r n a c e s :
E v a p o r a t o r ,  d r y ..............................................................* ................................. 15
H e a t in g  . . . . .  ..........................................................................................  .20
Furrow o p e n e r s ,  d i s k ..................................... . * •    15
Gates  , f a rm ..........................................  15
G e n e r a t o r s ,  g» s , a c e t y l e n e   ................................................... . . . . . 1 5
G r i n d e r s ,  g r a i n  and f e e d     15
Groves (See Trees  and v i n e s . )
H arness 7
1+2
Average useful l i f e  (years)
Harrows.   ..................................... . . . .  .15
H a r v e s t e r s ,  g r a i n ............................     . 15
H e a d e r s .   ..........................................   13
H e i s t s  and f o r k s ,  hay .  • • • • . • • • • . . . . . . . . . . . 1 2
H u l l e r s ,  c l o v e r  and a l f a l f a .................................  15
H u s k e r s ................................................................................................................................. 15
l e e  b o x e s .  . . .  ................................. . . . . . . . . . . . . . . . .  . 12
l e e  h a r v e s t i n g  and h o i s t i n g  m a c h in e r y .......................................................... 10
I n c u b a t o r s  and b r o o d e r s .  . . . . . . • • .......................   15
L a b o r a t o r y  e q u i p m e n t .............................................................   10
L i s t e r s ................................................................................................................................. 15
L o a d e r s ,  hay and s e e d ..........................................   .10
M i lk in g  m a c h i n e s ......................................................................................................... 20
M i l l s  and p r e s s e s ,  c i d e r .....................................   15
M i l l s :
C o m ,  p o r t a b l e .   ................................................ . .12
Feed.  . ...........................................  . . . . . . . . . . . . . . . .  .15
G r i s t   .......................        25
Smut.......................     15
Mowers:
Farm......................................................................   ll+
Lawn.  ......................................    B
Orchard  t o o l s .  . . . . .  ...................  •   7
O rc h a rd s .  (See Trees  and v i n e s . )
Pack ing  t o o l s ...................................................................................................................10
F e n s ............................    20
P i c k i n g  machines  ...................  . . . . . . . . . . .    5
P l a n t e r s   ......................................................................................................... 15
P low s .  . ....................................... . . . . . . . . . . . . . . . . . . . 1 5
P r e s s ,  h a y ,  b a l i n g   ...............................................  12
P u l l e r s ,  b e e t ..................................................................................................................18
P u l l e r s  and g r u b b e r s ,  s tump......................................................................... . . .20
Pumps:
B ucke t .    . . . . . . . . .  .22
C e n t r i f u g a l  o r  r o t a r y   .............................................................................20
P l u n g e r .......................................................................................................   .15
H acks :
Feed .  • . ...................  *10
Hay and s t a c k .....................................   . . . . . . . . 1 5
R a k e s ................................................................................................................   .15
h3
Average useful l i f e (y e a r s )
R e f r i g e r a t o r s ,  e l e c t r i c . .................................  15
S a d d l e s .   10
Saws,  c i r c u l a r   ..........................................   15
S e a l e s :
P e r t  a b l e .............................................................................................................................15
Truck  or  wag ©a,  ........................................................................................... 25
S e e d e r s ,  a l l  t y p e s ..................................................................................................... IS
S e p a r a t o r s ,  cream or  g r a i n  ................................................  . . . . . .  .15
S e t t e r s ,  p l a n t   .......................................................................................12
S h e a r in g  m a c h in e s ,  hand and power .................................  18
S h e l l e r s ,  c o r n .............................................................................................................. 20
S h r e d d e r s .  • ........................................................................................ . . . . .  .15
S i l o s :
C o n c r e t e .   .............................................................................................. . * 5 0
M eta l  .................................. . . . . . . . . . . . . . . . . . . .  .25
Wooden.......................     .20
S leds  and s l e i g h s .   ...................................................   ,15
Smudge p o t s .   .................................    10
S o r t e r s ,  p o t a t o ............................   20
Sowers :
G r a i n ,  b r o a d c a s t .   ..........................................   15
Lime .......................................................................................  . . . . S
S p r a y e r s ..................................................................  15
S p r e a d e r s ,  manure ......................................................................................................... 15
S t a c k e r s ,  h a y .................................    . . 2 0
S u b s o i l e r s    . . . . . . .  .10
T an k s :
G ra in  -
Concre te   .......................   50
M e t a l .   ......................................................................................................... 25
T u r p e n t i n e ....................................................................................................... . . . . 5
W a g o n .................................................................................................................................10
Water  -
S t e e l .   .......................     .1;0
Wood .  .......................     .20
W a t e r i n g . ............................     20
T a r p a u l i n s  .  ................................................................................................................ 8
Threshing; m a c h i n e s ................................................................................. . . . . 1 5
T r a c t o r s ............................................................................................................................ 10
Trees  and v i n e s :
Almond...............................................    ij.0
A p p l e ...........................................................................  50
A p r i c o t ......................................................................   25
Banana ..............................................................................................   .10
1+1+
Average u s e f u l  l i f e  ( y e a r s )
C h e r ry .   ............................................................................................^0
Fig  . . ......................... . .................................................................................................60
Grape  .......................  33
G r a p e f r u i t .  .  ......................................................................................................... lj.0
Lemon  ............................   ij.0
N e c t a r i n e  .....................  . . . . . .    ,15
O l ive   ..........................................................................................  . . . .  . 50
O ra n g e .............................................................   Z4.0
Peach •  .................................  15
P e a r .......................    [j.0
Plum. . . . . . . . .    . . . . . . . . . .  ,33
Prune   ........................................................     , 33
W aln u t .   .......................     q.0
T ro u g h s , i r o n  and s t e e l ............................   .15
V a t s ,  d i p p i n g .................................     10
Wag ex beds  and r a c k s .......................   6
Wagon g e a r  -  wood w hee ls  .................... . . . . . . . . . . . . . . 1 2
Wagons:
L i g h t .......................................................................  .12
T r u c k i n g ,  heavy  d u ty .   ........................................................ ,10
W eighers  and bag g ag e ,  g r a i n .....................................................................  .20
W i n d m i l l s ...............................................   20
'OEf ca ' farm is--j&ejjem'ined;tP;;be;"held--|‘-o:r. j>l«.asrure . o r (. . r e c r e a t io n
p u rp o s e s  and n o t  f o r  a b u s i n e s s  p u rp o s e ,n o n e  o f  t h e  e x p e n s e s ,  i n c l u d i n g
i k
d e p r e c i a t i o n ,  w i l l  be a l l o w e d .  In  ex t reme c a s e s  a d e d u c t i o n  f o r  obso­
l e s c e n c e  has  been  a l lo w ed  as t o  l a n d .  Such a ca se  would be where a fa rm 
used  f o r  r a i s i n g  wine g rapes  and n o t  s u i t a b l e  f o r  a n y t h in g  e l s e  i s  p r a c t i c a l ­
l y  pu t  ou t  o f  b u s i n e s s  by p r o h i b i t i o n  l e g i s l a t i o n .  This  a l low ance  would
75
i n c l u d e  t h e  v a lu e  of  t h e  v in e s  and improvements.
IV. LOSSES
L o s s es  i n c u r r e d  i n  t h e  b u s i n e s s  o f  f a m i n g  a re  d e d u c t i b l e  from
7IJ
E s t a t e  o f  Johnson V. Camden e t  a l . ,  If7 BTA 926 ,  a f f Td (CCA-6 ; 
191+3), 139 F . 2 d 6 9 7 , 31 AFTR 1125.
75
0 . 8 6 2 , CB 1919,  p .  1 2 7 .
U5
g r o s s  income.  The w ord ing  o f  t h e  R e g u l a t i o n  a u t o m a t i c a l l y  e x c l u d e s  l o s s e s
76
i n c u r r e d  i n  o p e r a t i n g  a farm when n o t  done as  a b u s i n e s s .  This  r e q u i r e ­
ment i s  aimed a t  t h o s e  who o p e r a t e  farms as  hobb ie s*  f o r  p l e a s u r e  o r  f o r  
r e c r e a t i o n .  The f a c t  t h a t  l o s s e s  o c c u r  i s  n o t  d e t e r m i n a t i v e  f o r  t h e  c o u r t
77
has  s a i d  i t  i s  t h e  e x p e c t a t i o n  o f  g a in  t h a t  i s  i m p o r t a n t .
Losses  i n c u r r e d  by t h e  d e s t r u c t i o n  o f  a p r o s p e c t i v e  c rop  a r e  n o t  
d e d u c t i b l e  s in c e  o t h e r  t r e a t m e n t  would r e s u l t  i n  a l o s s  from a n t i c i p a t e d  
p r o f i t s . .  The same r u l e  a p p l i e s  t o  l o s s e s  o f  c a t t l e  r a i s e d  by t h e  f a r m e r ,  
a l th o u g h  such  l o s s  w i l l  p o s s i b l y  be r e f l e c t e d  i n  i n v e n t o r y .  To t h e  c o n t r a r y
a l o s s  amount ing t o  t h e  c o s t  o f  p r e p a r a t i o n  and p l a n t i n g  has  been  a l low ed
73
where a c r a n b e r r y  bog was c o m p le t e ly  d e s t r o y e d  due t o  se e p a g e .  Losses  
due t o  s h r in k a g e  i n  c r o p s ,  which  a r e  b e i n g  s t o r e d  t o  aw a i t  a more f a v o r a b l e  
m a r k e t ,  a r e  n o t  a l l o w a b l e .
M l  l o s s e s  co n n e c te d  w i t h  t h e  b u s i n e s s  o f  fa rming  a r e  l o s s e s  f o r  
a d j u s t e d  g r o s s  income p u r p o s e s .  Losses  from fa rm ing  as a b u s i n e s s  may 
p r o p e r l y  be u sed  t o  o f f s e t  g a in s  o f  o t h e r  b u s i n e s s e s  o p e r a t e d  by th e  
f a r m e r .  The fa rm er  can t a k e  advan tage  o f  t h e  same ^ c a r r y - b a c k 3 and. ,Tc a r r y -  
f o r w a r d ” p r o v i s i o n s  as o t h e r  t a x p a y e r s  under  t h e  n e t  o p e r a t i n g  l o s s  p r o -
79
v i s i o n s  o f  t h e  Code.
76
Reg.  I l l ,  Sec.  29 .23  ( e ) - 5 .
77
Samuel R i k e r ,  J r . ,  E x e c u to r  o f  E s t a t e  o f  J .  Amory H a s k e l l ,
6 BTA 890 .  
•78
John B. Hadaway, 13 BTA 936.
79
I . R . C . ,  Sec .  122.
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FORM 1040 F
(Sensed July IMS)
«asnry Department 
rnal Revenue Service UNITED STATES
SCHEDULE OF FARM INCOME AND EXPENSES
Pate 1
k l
Attach T h is Form  
to Your In com e  
Tax Return Form  
1040 and F ile  I t  
Wth th e  C ollector  
f Internal R evenue  
for Your D istr ict  
*=
For C alendar Y ear 194..
Or for year beginning_________ , 194.., and ending__________ ., 194„
N a m e   _ _ _ _ _ _ _ _ _ _ _ _ _ __
A d d r e s s    ___ ___ ______
L o cation  o f farm  or fa rm s  
N u m b er  o f acres in  ea ch  farm
F ill in  P ages 1 a n d  3 
i f  Y ou r A cco u n ts  Are 
K ep t o n  a C ash B asis.
If Y ou  K eep B ooks 
on  a n  A ccrual B asis  
an d  D esire to  Use  
T h is  F orm , F ill in  
P ages 2 an d  3 In stead
FARM INCOM E FOR TAXABLE PERIOD
1. SALE OF UVESTOCK RAISED 2. SALE OF PRODUCE RAISED 3. OTHER FARM INCOME
K ind Q u a n t i ty A m o u n t K in d Q u a n t i ty A m o u n t I te m s A m o u n t
ittle.—........— $ Grain__________ $ Mdse, rec’d for produce.. $ ................
orses_______ H ay.......................... M achine work______ . . . ____
ules............... C otton________ Hire of team s..
ieep________ Tobacco_______ Breeding fees
rine............ . P o ta to es............... R ent rec’d in crop shares
Sugar beets........... Work off farm
V egetables.......... W ood and lumber
hickens........... F ru its...................... Other forest products
arkeys______ N u ts ................... . Agricultural program pay­
m ents___________________ucks................ D airy products...
bats................. E ggs........ .............. . Other (specify):
*s.............. M eat products...
[her (specify): Poultry, dressed. 
W ool and m o­
hair.....................
H oney........... .........
Sirup and sugar..
Other (specify):
Tf)TAT, $  ___ T o t a l .  ___ $ _______ T o t a l ........................................ $ » .... .......
( E n te r  on  lin e  1 of 
s u m m a ry  below )
( E n te r  o n  lin e  2 of 
s u m m a ry  below )
( E n te r  on  lin  
s u m m a ry  be
e 3 of 
low )
4. SALE OF LIVESTOCK AND OTHER ITEMS PURCHASED
1. D e sc r ip t io n 2. D a te  a c q u ire d
3. G ross sales p rice  
(c o n tra c t  price)
4. C o s t o r o th e r  
b asis
5. D e p re c ia tio n  a l­
lo w ed  (o r a llo w ­
able) s ince  a c q u i­
s itio n  o r  M a rc h  
1, 1913
6. P ro f i t  (c o lu m n  
3 p lu s  c o lu m n  5 
m in u s  c o lu m n  4)
$ .......................... $ ______ ______ $ . . . . . ......... .. $ .........................
$ . ..................... ..
$  ......... . 6. Expenses (from page 3 ) ........................................... . $ .......................... ..
7. Depreciation (from page 3 )................................... .
Other farm income . . . . . .  — __  __________ 8. N et operating loss deduction (attach  
statem ent)___ ___________________ _________Profit on sale of livestock and other item s 
purchased „ .  ...........................
G r o s s  P r o f i t s .......................... ........ .............................. 9. T o t a l  D e d u c t i o n s .................................................... $ _______ , , 4
LNet farm profit (line 5 minus line 9) to be reported on line 22, Schedule C, page 2, Form 1040................................... $ ............................. -
16-41284-2
farm inventory for income computed on an accrual basis Page 2
D e s c r ip t io n  
Kind of liv e s to c k , 
crops, o r  o th e r  
p r o d u c ts )
0
B e o i i
N  I I  AND a t  
i n u i g  o f  Y e a r
P u r c h a s e d  D u r i n g  
Y e a r
R a is e d  D u r i n g  
Y e a r
C o n s u m e d  o r  L o s t  
D u r i n g  Y e a r S o l d  D u r i n g  Y e a r
O n  H a n d  a t  E n d  
OF Y e a r
Q u a n ­
t i t y
I n v e n to r y
v a l u e
Q u a n ­
t i t y
A m o u n t
p a id
Q u a n ­
t i ty
I n v e n to r y
v a lu e
Q u a n ­
t i ty
In v e n to r y
v a lu e
Q u a n ­
t i t y
A m o u n t
rec e iv ed
Q u a n ­
t i ty
I n v e n to r y
v a lu e
T o t a l s  _ . $  ___ $ ____ $ ____ $ ____ $ ____
( E n te r  on lin e  4) ( E n te r  on lin e  5) ( E n te r  on lin e  2) | ( E n te r  on lin e  1)
SUMMARY OF INCOM E AND DEDUCTIONS COM PUTED ON AN ACCRUAL BASIS
Inventnrv nf livestnnk. nrrvns and nroduct.s at end of vear $_________ 7. Expenses (from page 3 )............ $ ...........
Sales of livestock, crops, and products during 
I. Other m iscellaneous receipts (specify):
vear 8, D epreciation (from page 3). .
9. N e t  operating loss deduction  
(attach statem ent) .............
$..... ..........! -----  ---------------- “““------------ -------------
• Inventory of livestock, crops, and products
$ ........... .
'• Cost of livestock  and products purchased  
^ during year ______ ___ ___________ —
kGross profits (line 3 m inus the sum of lines 4 and 5 ) ________ $_________ 10. T o t a l  D e d u c t i o n s ___ $_________
It Net farm profit (line 6 m inus line 1 0 )  to  be reported on line 22, Schedule C, page 2, Form 1040_________________ $_________
16—41264-2
FARM INVENTORY FOR INCOME COMPUTED ON AN ACCRUAL BASIS Page 2
D e s c r ip t io n  
[Kind of liv esto ck , 
crops, or o th er 
products)
O n  H a n d  a t  
B e g i n n i n g  o f  Y e a r
P u r c h a s e d  D u r i n g  
Y e a r
R a is e d  D u r i n g  
Y e a r
C o n s u m e d  o r  L o s t  
D u r i n g  Y e a r S o l d  D u r i n g  Y e a r
O n  H a n d  a t  E n d  
o f  Y e a r
Q u a n ­
t i t y
I n v e n to r y
v a lu e
Q u a n ­
t i t y
A m o u n t
p a id
Q u a n ­
t i t y
In v e n to r y
v a lu e
Q u a n ­
t i t y
In v e n to r y
v a lu e
Q u a n ­
t i ty
A m o u n t
rec e iv ed
Q u a n ­
t i t y
In v e n to r y
v a lu e
$ ............... . $ . ........ $  - -  - $ $ $ ____
'
T o t a l s $ $ . $ ____ $ ____ $ ____
( E n te r  on lin e  4) ( E n te r  on lino  5) ( E n te r  on lin e  2) ( E n te r  on  lin e  1)
SUMMARY OF INCOME AND DEDUCTIONS COMPUTED ON AN ACCRUAL BASIS
|. Inventory of livestock, crops, and products at 
!. Sales of livestock, crops, and products during 
!a. Other miscellaneous receipts (specify):
end of year __ $_________ 7. Expenses (from page 3).............. $
year__________ 8. Depreciation (from page 3)__
9. N et operating loss deduction  
(attach statem en t)________
$.................
Inventory of livestock, crops, and products 
fit beginning of year------- ---------------- -------—
6- Cost of livestock and products purchased  
during year - ____ _____ ______
$________
....................... ....................... ............
?• Gross profits (line 3 m inus the sum of lines 4 and 5 ) ____ ___ ...... — . ...... 10. T o t a l  D e d u c t i o n s ___ $_____ ___
U. Net farm profit (line 6 minus line 10) to be reported on line 2 2 ,  Schedule C, page 2 ,  Form 1 0 4 0 ________________ $ . .. . . . .......-
|  16—4 1 2 6 4 -2
FORM 1040 F
(ftgrlsed July IMS)
'rosary Department 
arnal Revenue Service
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UNITED STATES
SCHEDULE OF FARM INCOME AND EXPENSES
Attach T h is  F orm  
to Your In co m e
For C alendar Y ear 194..
Or for year beginning-------------- - 194.., and ending . .. .. . ...........194 F ill in  P ages 1 a n d  3
Tax R eturn  F orm  
1040 and  F ile  It N a m e ....... .............
K ep t o n  a C ash B asis.
If Y o u  K eep  B ooks  
o n  a n  A ccrual B a sisWith th e  C o llector A ddress . . .____
>f Internal R even u e L o ca tio n  o f  fa rm  or f a r m s ..........
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FARM INCOME FOR TAXABLE PERIOD
1. SALE OF LIVESTOCK RAISED 2. SALE OF PRODUCE RAISED 3. OTHER FARM INCOME
K in d Q u a n t i t y A m o u n t K in d Q u a n t i ty A m o u n t I te m s A m o u n t
attle—  ----- $ _____________ Grain...................... $ M dse rec’d for produce $
Worses------ ----- H ay .......................... M achine work__ ... ---------
[ules................. C otton....................
h e e p .......... - ............ Tobacco................. Breeding fees
urine...................... - P otatoes............... R ent rec’d in crop shares
Sugar beets........... Work off farm
V egetables............. W ood and lum ber
hickens______ Fruits_____ ______ Other forest products
urkeys........ . N u ts___________ _ . A gricultural program pay­
m entsucks___________ D airy products__
oats ........ ............ E ggs___ _ Other (specify):
ees.................... M eat products__
ther (specify): Poultry, dressed. 
W ool and m o­
hair ..............................
H oney .............................
Sirup and sugar..
i
Other (specify):
>
T o t  a t . * T o t a l <K_____________ T o t a l . __________________ $_........................
( E n te r  o n  l in e  1 of 
s u m m a ry  b e lo w )
( E n te r  o n  l in e  2 of 
s u m m a ry  b e lo w )
( E n te r  o n  l ir  
s u m m a ry  b<
e 3 of 
dow )
I  SALE OF LIVESTOCK AND OTHER ITEMS PDRCHASED
1. D e s c r ip t io n 2. D a te  a c q u ire d
3. G ro ss  sales 
(c o n tr a c t  p r
p r ic e
ice)
4. C o s t  o r  o th e r  
b a s is
5. D e p re c ia tio n  a l­
lo w e d  (o r a llo w ­
a b le )  s in ce  a c q u i­
s it io n  o r M a rc h  
1, 1913
6. P r o f i t  (co lu m n  
3 p lu s  c o lu m n  6 
m in u s  c o lu m n  4)
$ _______ $ _______ $ .............. $ ..............
I
}
$ ..............
- . . .......
SUMMARY OF INCOME AND DEDUCTIONS COMPUTED ON A CASH RECEIPTS APiD DISBURSEMENTS BASIS
$ . 6. Expenses (from page 3)---------------------------------- $ ................
7. D epreciation (from page 3 ) ____________ __________
Other farm ineem e ................ . - — 8. N e t operating loss deduction (attach
Profit on sale of livestock  and other item s  
purchased .  _________ __________
G r o s s  P r o f i t s ................ ... ....................................... 9. T o t a l  D e d u c t i o n s ------------------------------------ $_________ ____
!^Net farm profit (line 5 m inus line 9) to  be reported on line 22, Schedule C, page 2, Form  1040................................... $.................
FARM EXPENSES FOR TAXABLE YEAR (See Instructions)
1. I t e m s
ibor hired----------------------------------
;ed purchased-----------------------------
jed, plants, and trees purchased. 
tachine hire_____________________
2. A m o u n t
ipplies purchased------------ ------------------ ----------
f
ost of repairs and m aintenance______________
reeding fees .......................... ...............................
irtilizers and lim e..  ..................................... ......
eterinary and m edicine for livestock_________
asoline, other fuel and oil for farm business..
iorage and warehousing______________________
ixes---------- ---------------------------------------------------
isurance on property (except your dwelling).,
fterest on farm notes and m ortgages________
ater rent, electricity, and telephone_________
ent of farm, part of farm , or pasturage______
■eight, yardage, express, and trucking_______
lltomobile upkeep (farm share)______________
T o t a l  o f  C o l u m n s  2 a n d  4 (enter on line 6 of sum m ary on page 1 (cash basis) or line 7, page 2 (accrual basis)).
3. I t e m s  
(C o n tin u e d )
Other farm expenses (specify):
4. A m o u n t  
(C o n t in u e d )
DEPRECIATION (See Instructions)
1. K in d  of p ro p e r ty  
[if buildings, s ta te  m a te r ia l  of 
which con stru c ted )
2. D a te  
a c q u ir e d
3. C o s t  o r o th e r  
b a s is  (d o  n o t  
in c lu d e  la n d  or 
o th e r  n o n d e p re ­
c ia b le  p ro p e r ty )
4. A sse ts  fu lly  de­
p re c ia te d  in  u se  
a t  e n d  of y e a r
5. D e p re c ia tio n  
a llo w ed  (or a llo w ­
ab le )  in  p r io r  y ea rs
6. R e m a in in g  cost 
o r o th e r  b asis  to  
b e  rec o v e re d
7. E s t im a te d  
life u se d  in  
a c c u m u la t ­
in g  d e p re ­
c ia tio n
8. E s t im a te d  
re m a in in g  
life fro m  
b eg in n in g  
of y e a r
9. D e p re c ia tio n  
a llo w a b le  th is  
y e a r
$ ___ $ .............. . ........ . $_______ $______ _
T o t a l  (enter on liiie  7 of su m m ary on page 1 (cash basis) or line 8, page 2  (accrual basi 3 ) ) .............. $______
Ie m a r k s :
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INSTRUCTIONS 4
M E T H O D  OF ACCOUNTING  
Farmers m ay com pute their incom e either on the cash receipts 
i  disbursements basis or the accrual basis, but whichever 
ithod is adopted in filing their first return m ust be followed  
til the consent of th e  Com m issioner is received to  com pute  
5 income upon a now basis. Applications for permission to  
mge the m ethod of accounting em ployed and the basis upon  
iich the return is m ade shall be filed w ithin 00 days after the  
ginning of the taxable year to  be covered by the return and 
>uld be addressed to  th e  Com m issioner of Internal Revenue, 
aehington 25, D . C.
CASH REC EIPTS A N D  D ISB U R SE M E N T S BASIS
A farmer reporting on the basis of cash receipts and disburse- 
Mits shall include m  his gross incom e for the taxable year (1) 
e amount of cash or the value of m erchandise or other property 
jeived from the sale of livestock and produce which were 
ised during the taxable year or prior years, (2) the profits from 
e sale of any livestock or other item s which were purchased, 
d (3) gross incom e from all other sources. The farm expenses 
11 be the actual am ounts paid out during the taxable year. 
Change in m ethod of accou n tin g— Farmers m ay change the  
sis of their returns from that of receipts and disbursem ents to  
at of an inventory basis provided the requirem ents as to  the 
nely filing of an application as outlined above have been com- 
ied with and provided further, th a t the taxpayer and the Coin- 
issioner agree upon the term s and conditions' under which the  
.ange is to be effective.
ACCRUAL BASIS  
For a farmer reporting on the accrual basis, th e  gross profits 
e obtained as indicated in sum m ary of incom e and deductions 
page 2 of th is form. T he farm expenses will be th e  actual 
penses incurred during th e  year, w hether paid or not.
Farmers who render their returns upon an inventory basis 
ly value their inventories according to  the “farm-price m ethod,” 
iich provides for th e  valuation of inventories at m arket price 
is direct cost of disposition. If the use of the "farm-price 
3thod” of valuing inventories for an y  taxable year involves a 
ange in m ethod of valuing inventories from th a t em ployed  
prior years, perm ission for such change shall first be secured 
>m the Commissioner. Fanners raising livestock  m ay value  
eir inventories of anim als according to  either the “farm-price 
ethod” or the “unit livestock  price m eth od .”
IN C O M E
All the farm incom e from w hatever source m ust be reported in 
iis schedule. A nything of value received instead of cash m ust 
) treated as incom e to  the exten t of its m arket value. Thus, 
le market value of groceries, m erchandise, or the like, received  
exchange for farm produce m ust be reported as income. 
Recoveries for hail and fire insurance on growing crops should  
} included in gross incom e.
A taxpayer electing to include in gross incom e am ounts re­
ived during the year as loans from Com m odity Credit Corpo- 
ition should file w ith his return a sta tem en t showing details of 
tch loans. (See section 123 of the Internal R evenue Code.) 
Report gains and losses from  sales or exchanges of capital as- 
ts and other property in separate Schedule D  (Form  1040).
The value of farm produce consum ed by the farmer and his 
■mily need not be reported as incom e; but expenses incurred 
i raising such produce m ust not be claim ed as deductions.
The term “farm ” em braces the farm in th e  ordinarily ac- 
spted sense, and includes stock, dairy, poultry, fruit, truck farms, 
id all land used for farm ing operations. A person cultivating  
r operating a farm for recreation or pleasure, the result of which 
a continual loss from year to  year, is not regarded as a  farmer.
EXPENSES A N D  O TH ER D E D U C T IO N S
In general, a farmer who operates a farm for profit is entitled  
) deduct from gross incom e as necessary expenses all am ounts 
dually expended in carrying on the business of farming, except 
lose which represent capital investm ent. The follow ing is a 
st of such expenses (taken from the classification appearing on 
age 3 of this form though any other equally descriptive classi- 
cation may be used).
Labor hired.— Am ounts paid for regular farm  labor, piece  
'ork, contract labor, and other forms of hired labor. D o not 
educt the value of your own labor or that of your wife or 
ependent minor children. Only th at part of the board which 
i purchased for hired labor should be deducted. The value of 
roducts furnished by the farm and used in the board of hired 
»bor is not deductible. R ations purchased and furnished to 
iborers or sharecroppers are deductible. Do not deduct am ounts 
aid to persons engaged in household work, except to  the extent 
hat the services of such persons arc used in boarding and other­
wise caring for farm laborers. Services of such emploj'ees 
Dgaged in caring for the farmer's own household are not 
leductible.
Feed purchased.— C ost of grain, hay, silage, m ill feeds, other 
oncentrates and roughages purchased, and am ounts paid for 
.finding, mixing, and processing of feed.
, Machine h ire .— Am ounts paid for threshing, com bining, silo  
hbng, baling, ginning, and other m achine hire.
Supplies purchased.— Cost of twine, spray m aterial, poisons, 
disinfectant, cans, barrels, baskets, egg cases, bags, and other  
similar farm supplies purchased.
Cost o f repairs and m aintenance.--A m ou nts expended for
repairs and m aintenance of farm buildings (except your dw elling), 
fences, drains, and other farm im provem ents, and for repairs and 
m aintenance of farm m achinery and equipm ent; cost of sm all 
tools of short life such as shovels, rakes, etc. Am ounts expended 
for replacem ents of, or additions to, farm m achinery, farm build­
ings, or other farm equipm ent of a perm anent Dature are not 
deductible.
Fertilizers and lim e.— Cost of com mercial fertilizers, lim e, 
and manure purchased during the year, the benefit of which is of 
short duration, is deductible. The am ount expended in the  
restoration of soil fertility preparatory to actual production of 
crops and the cost of liming soil to increase productiveness 
over a period of years are capital expenditures.
T axes.— State and local taxes. D o not deduct Federal income  
taxes; estate, inheritance, legacy, succession, and gift taxes; nor 
faxes assessed for any im provem ent or betterm ent tending to  
increase the value of the property assessed. D o not deduct on 
this form, taxes on your dwelling or household property and other  
personal taxes. Taxes, such as those on retail sales, which 
apply to item s used in the farm business, m ay be considered  
as part of the cost of such item s.
Insurance on farm property.— Cost of all insurance on farm  
buildings (except your dwelling) and im provem ents, equipm ent, 
crops, and livestock.
Interest on farm notes and m ortgages.— Interest paid on 
farm m ortgages, notes, and other obligations incurred to carry 
on the farm business.
Water rent, electricity, and telephone.— Report only the farm  
share of these expenditures.
Rent of farm, part of farm, or pasturage.— R ent paid in cash. 
Where a tenant farmer pays rent to  the landlord in the form  of 
crops raised on the farm (the agreem ent being on a cropshare 
basis), the tenant m ay not deduct as rent the value of the crop 
given to  the landlord, but the tenant m ay deduct all am ounts  
paid by him  in raising the crop.
Autom obile upkeep.— For autom obiles used exclusively in 
farm business, all expenses of operation, repair, and depreciation. 
#For autom obiles used both for farm business and for personal 
"use, only that part of the expense corresponding to  the business 
use m ay be deducted. If som e item s, such as gasoline or repairs, 
are included under other headings, include here only those ex­
penses not shown elsewhere. T he farm share of autom obile  
depreciation should be entered in the depreciation table.
Other farm ex p en ses.— Fees paid for advertising farm pro­
ducts; expenditures for stam ps, stationery, account books, and 
other office supplies purchased for farm use; expenditures for 
travel in connection w ith the farm business; and other similar 
m iscellaneous expenditures. Am ounts expended for purchase 
of autom obiles, farm machinery, farm buildings, or other farm  
equipm ent of a perm anent nature are not deductible.
Depreciation.— Allowance for depreciation of buildings, im ­
provem ents, m achinery, or other farm equipm ent of a perm anent 
nature. The am ount claim ed on account of depreciation should  
not exceed original cost (not replacem ent cost) of th e  property, 
or if acquired prior to  March 1, 1913, the cost or value as of th a t  
date, divided by th e  probable number of years rem aining of its  
useful life. In com puting depreciation do not include the value  
of farm land nor th e  land on which farm  buildings are located. 
D o not deduct repairs or depreciation on the dwelling you occupy  
or on your personal or household equipm ent. D o not claim  
as a separate item  depreciation on livestock or any other property 
included in your inventory. Depreciation, however, m ay be  
claim ed on livestock acquired for work, breeding, or dairy 
purposes which are not included in your inventory of livestock  
purchased or raised for sale.
Bad debts.— Report only debts, or portions thereof, arising  
from sales reported as income, which have been definitely proved  
within the year to  be worthless, or such reasonable am ount as has 
been added to  a reserve for bad debts w ithin the year. If you  
report your farm  incom e on the cash basis, bad debts arising from  
sales are not an allowable deduction.
L osses.— D o not deduct on this form losses of buildings, 
m achinery, and other property not included in your inventory, 
resulting from fire, storm, or other casualty and not com pen­
sated for by insurance or otherwise. Losses of property included  
in your inventory are taken care of by the reduced am ount of the  
inventory a t the close of the year. The total loss of a  prospective  
crop by frost, storm , flood, or fire, is not deductible. W hen re­
porting on the cash basis, the value of anim als raised by you  
and lost by death is not deductible, while in the case of anim als 
purchased and lost by death, the cost less depreciation allow ed  
or allowable is deductible.
N et operating lo ss  deductions.— Every farmer claim ing a net 
operating loss deduction shall file w ith his return a concise sta te ­
m ent setting forth the am ount of the net operating loss ded u c­
tion claim ed and all m aterial and pertinent facts relative  
thereto, including a detailed schedule showing the com putation  
of the net operating loss deduction under section  122 of th e  
Internal R evenue Code. w—412M- 2
S e e , 2 9 * 2 2 ( a ) - 7 -  Grass  inc©me o f  f a r m e r s * —A fa rm e r  r e p o r t i n g  ©n t h e  
b a s i s  ©f r e c e i p t s  and d i s b u r s e m e n t s  ( i n  w h ich  no i n v e n t o r y  t o  d e t e r m in e  
p r o f i t s  i s  u s e d )  s h a l l  i n c l u d e  m  h i s  g r o s s  income f o r  t h e  t a x a b l e  y e a r
( l )  t h e  amount ©f cash  o r  t h e  v a l u e  o f  m e rc h an d ise  o r  o t h e r  p r o p e r t y  
r e c e i v e d  d u r i n g  t h e  t a x a b l e  y e a r  fr®m t h e  s a l e  o f  l i v e  s t o c k  and produce  
w hich  were r a i sed ,  d u r i n g  t h e  t a x a b l e  y e a r  o r  p r i o r  y e a r s ,  (2 ) t h e  p r o f i t s  
from t h e  s a l e  ©f any l i v e  s t o c k  o r  o t h e r  i tems  which  were p u r c h a s e d ,  
and (3 ) gr©ss income from a l l  ©ther  s o u r c e s .  The p r o f i t  from t h e  s a l e  
a f  l i v e  s t o c k  ©r o t h e r  i t em s  which were p u rc h a s e d  a f t e r  February  28 ,
1 9 1 3 3 i-s k® a s c e r t a i n e d  by d e d u c t in g  t h e  c o s t  from t h e  s a l e s  p r i c e  
i n  t h e  y e a r  i n  w hich  t h e  s a l e  o c c u r s ,  e x c e p t  t h a t  i n  t h e  ease  o f  t h e  s a l e  
©f a n im a l s  p u rc h a s e d  as d r a f t  o r  w®rk a n im a ls  ©r s o l e l y  f o r  b r e e d i n g  ©r 
d a i r y  p u rp o s e s  and n o t  f o r  r e s a l e ,  t h e  p r o f i t  s h a l l  be t h e  amount o f
any e x c e s s  o f  t h e  s a l e s  p r i c e  o v e r  t h e  amount r e p r e s e n t i n g  t h e  d i f f e r e n c e
be tw e e n  t h e  c o s t  and th e  d e p r e c i a t i o n  t h e r e t o f o r e  a l l o w e d (  b u t  no t  l e s s  
t h a n  t h e  amount a l l o w a b l e )  i n  r e s p e c t  ©f such p r o p e r t y  as  a d e d u c t i o n  i n  
comput ing n e t  income*
In  t h e  case  o f  a f a r m e r  r e p o r t i n g  ©11 t h e  a c c r u a l  b a s i s  ( i n  which  an 
i n v e n t o r y  i s  used  t o  d e t e rm in e  p r o f i t s ) ,  h i s  g ro s s  p r o f i t s  a r e  a s c e r t a i n e d  
by ad d in g  t© th e  i n v e n t o r y  v a lu e  ©f l i v e  s t o c k  and p r o d u c t s  an  hand a t  
t h e  end o f  t h e  y e a r  t h e  amount r e c e i v e d  from t h e  s a l e  o f  l i v e  s t o c k  and 
p r o d u c t s ,  and m i s c e l l a n e o u s  r e c e i p t s  f o r  h i r e  o f  t e a m s ,  m a c h in e ry ,  and 
t h e  l i k e ,  d u r i n g  t h e  y e a r ,  and d e d u c t in g  from t h i s  sum t h e  i n v e n t o r y  v a lu e
o f  l i v e  s t o c k  and p r o d u c t s  on hand a t  t h e  b e g i n n in g  o f  t h e  y e a r  and t h e
51
c o s t  ©f l i v e  s t o c k  and p r o d u c t s  p u rc h a s e d  d u r i n g  t h e  yea r*  ' In such  
e a s e s  a l l  l i v e  s t o c k  r a i s e d  o r  p u rc h a s e d  f©r s a l e  s h a l l  be i n c l u d e d  i n  
t h e  i n v e n t o r y  a t  t h e i r  p r o p e r  v a l u a t i o n  d e t e r m in e d  i n  a c c o rd a n c e  w i t h  
t h e  method a u t h o r i z e d  and a dop ted  f o r  t h e  p u r p o s e .  Also l i v e  s t o c k  a c ­
q u i r e d ,  f@r d r a f t ,  b r e e d i n g ,  or  d a i r y  pu rp o s es  and n o t  f o r  s a l e ,  may be  
i n c l u d e d  i n  t h e  i n v e n t o r y ,  i n s t e a d  o f  b e in g  t r e a t e d  a s  c a p i t a l  a s s e t s  
s u b j e c t  t o  d e p r e c i a t i o n ,  p r o v id e d  such  p r a c t i c e  i s  f o l l o w e d  c o n s i s t e n t l y  
by  t h e  t a x p a y e r .  In  c a s e  o f  t h e  s a l e  ©f any l i v e  s t o c k  i n c l u d e d  m  an 
i n v e n t o r y  t h e i r  o©st  must  n o t  be t a k e n  as an a d d i t i o n a l  d e d u c t i o n  i n  t h e  
r e t u r n  o f  income, a s  such  d e d u c t i o n  w i l l  be r e f l e c t e d  i n  t h e  I n v e n t o r y .  
(See s e c t i o n  2 9 * 2 2 ( c ) - 6 . )
In  e v e ry  ca se  o f  t h e  s a l e  o f  m a c h in e ry ,  farm e q u ip m en t ,  o r  o t h e r  c a p i ­
t a l  a s s e t s  p u rc h a s e d  a f t e r  F eb ru a ry  28 ,  1913 (which a r e  n o t  t o  be i n c l u d e d  
i n  an  I n v e n t o r y  i f  one i s  used  t o  d e t e rm in e  p r o f i t s ) ,  any e x c e s s  over  t h e  
c o s t  t h e r e o f  l e s s  t h e  amount ©f d e p r e c i a t i o n  t h e r e t o f o r e  a l lo w e d  (bu t  n o t  
l e s s  t h a n  t h e  amount a l l e n m b l e )  I n  r e s p e e t  o f  such p r o p e r t y  as  a d e d u c t i o n  
i n  computing n e t  income, s h a l l  be i n c lu d e d  as  g ro s s  income. I f  farm p r o ­
duce i s  exchanged  f o r  m e rc h a n d i s e ,  g r o c e r i e s ,  o r  t h e  l i k e ,  t h e  marke t  
v a l u e  o f  t h e  a r t i c l e  r e c e i v e d  i n  exchange i s  t o  be i n c l u d e d  i n  g r o s s  i n ­
come. F.ents r p c e i v e d  i n  cr©p s h a r e s  s h a l l  be r e t u r n e d  as o f  t h e  y e a r  in  
w h ich  t h e  c r o p  s h a r e s  a r e  reduced  t o  money o r  t h e  e q u i v a l e n t  o f  money. 
P roceeds  o f  i n s u r a n c e ,  such  as h a i l  and f i r e  i n s u r a n c e  on growing c r o p s ,  
sh o u ld  be i n c l u d e d  i n  g r o s s  income t o  t h e  amount r e c e i v e d  m  c a s h  o r  i t s  
e q u i v a l e n t  f o r  t h e  c rop  i n j u r e d  o r  d e s t r o y e d .  I f  a f a rm e r  i s  engaged
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i n  p r o d u c in g  cr©ps w h ic h  t a k e  more t h a n  a y e a r  from t h e  t im e  o f  p l a n t i n g  
t© t h e  t i m e  @f g a t h e r i n g  and d i s p o s i n g ,  t h e  income t h e r e f r o m  may,  w i t h  t h e  
c o n s e n t  o f  t h e  Commissioner ( see  s e c t i o n  29.1+1-2),  be computed upon t n e  
cr©o b a s i s ;  b u t  i n  any such  c a s e s  t h e  e n t i r e  c o s t  o f  p ro d u c in g  t h e  c rop  
must  be t a k e n  as  a d e d u c t i o n  f o r  t h e  y e a r  i n  which  t h e  g r o s s  income from 
t h e  c rop  i s  r e a l i z e d .
As h e r e i n  u s e d  t h e  t e rm  " f a m "  embraces  t h e  f a rm  in  t h e  o r d i n a r i l y  
a c c e p t e d  s e n s e ,  and i n c l u d e s  s t o c k ,  d a i r y ,  p o u l t r y ,  f r u i t ,  and t r u c k  
f a rm s ;  a l s o  p l a n t a t i o n s ,  r a n c h e s ,  and a l l  land  used  f o r  f a rm ing  o p e r a ­
t i o n s .  A l l  i n d i v i d u a l s ,  p a r t n e r s h i p s ,  or  c o r p o r a t i o n s  t h a t  c u l t i v a t e ,  
o p e r a t e ,  o r  manage farms f o r  g a i n  ©r p r o f i t ,  e i t h e r  as owners o r  t e n a n t s ,  
a r e  d e s i g n a t e d  as  f a r m e r s .  A p e r s o n  c u l t i v a t i n g  o r  o p e r a t i n g  a farm 
f@r r e c r e a t i o n  o r  p l e a s u r e ,  t h e  r e s u l t  o f  which  i s  a c o n t i n u a l  l o s s  from 
y e a r  t o  y e a r ,  i s  n o t  r e g a r d e d  as a f a r m e r .
Form IOI4.OF shou ld  be f i l l e d  i n  and a t t a c h e d  t o  h i s  income t a x  r e t u r n  
by e v e r y  f a r m e r  who e i t h e r  keeps  no r e c o r d s  o r  on ly  r e c o r d s  o f  cash  r e ­
c e i p t s  and d i s b u r s e m e n t s ;  i t s  u se  i s  o p t i o n a l  w i t h  o t h e r  f a r m e r s .  (See 
f u r t h e r  s e c t i o n s  2 9 * 2 3 ( & ) - l l ,  2 9 . 2 3 (e ) “ 5> an^ 2 9 . 2 3 ( l ) - 1 0 . )
S e c . 2 9 . 2 2 (b )  (1 | ) - 1 . I n t e r e s t  upon S t a t e  o b l i g a t i o n s  . - - I n t e r e s t  upon 
t h e  o b l i g a t i o n s  o f  a S t a t e .  T e r r i t o r y ,  or  any p o l i t i c a l  s u b d i v i s i o n  t h e r e ­
o f ,  o r  t h e  D i s t r i c t  o f  Columbia i s s u e d  by o r  on b e h a l f  o f  t h e  S t a t e  or  
T e r r i t o r y  o r  a d u ly  o r g a n i z e d  p o l i t i c a l  s u b d i v i s i o n  a c t i n g  by c o n s t i t u t e d  
a u t h o r i t i e s  empowered t o  i s s u e  such o b l i g a t i o n s ,  a r e  t h e  o b l i g a t i o n s  o f
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a S t a t e ,  T e r r i t o r y ,  o r  p o l i t i c a l  s u b d i v i s i o n .  The t e rm  " p o l i t i c a l  sub­
d i v i s i o n ,  " w i t h i n  t h e  meaning o f  th e  e x em p t io n ,  d e n o t e s  any d i v i s i o n  o f  t h e  
S t a t e  o r  T e r r i t o r y  which  i s  a m u n i c i p a l  c o r p o r a t i o n ,  o r  t o  w hich  has  
been  d e l e g a t e d  t h e  r i c h t  t o  e x e r c i s e  p a r t  o f  t h e  s o v e r e i g n  power o f  t h e  
S t a t e  o r  T e r r i t o r y .  As t h u s  d e f i n e d ,  a p o l i t i c a l  s u b d i v i s i o n  o f  a S t a t e  
©r T e r r i t o r y  may o r  may n o t ,  f o r  t h e  pu rpose  o f  e x em p t io n ,  i n c l u d e  s p e c i a l  
a s s e s s m e n t  d i s t r i c t s  so c r e a t e d ,  such  as  r o a d ,  w a t e r ,  s ew er ,  g a s ,  l i g h t ,  
r e c l a m a t i o n ,  d r a i n a g e ,  i r r i g a t i o n ,  l e v e e ,  s c h o o l ,  h a r b o r ,  p o r t  improve­
m e n t ,  and s i m i l a r  d i s t r i c t s  and d i v i s i o n s  o f  a S t a t e  o r  T e r r i t o r y .
S e c . 29*2 2 ( b ) ( 4 ) - ' 2 .  D iv idends  from s h a r e s  o f  s t o c k  o f  F e d e ra l  a g e n c i e s  
o r  i n s t r u m e n t a l i t i e s . — (a )  I s s u e d  p r i o r  t o  March 28 ,  1942•— S e c t i o n  26 
©f t h e  F e d e r a l  Farm Loan Act o f  J u l y  17 ,  1916 (39 St a t .  3®8, 12 IT.S.C. ,
194u e d . ,  9 3 1 ) f p r o v i d e s  t h a t  F e d e ra l  l a n d  banks and n a t i o n a l  f a r m - l o a n  
a s s o c i a t i o n s ,  i n c l u d i n g  th e  c a p i t a l  and r e s e r v e  o r  s u r p l u s  t h e r e i n  and 
t h e  income d e r i v e d  t h e r e f r o m ,  s h a l l  be exempt from t a x a t i o n ,  exce p t  t a x e s  
upon r e a l  e s t a t e .  S e c t i o n  7 ° f  t h e  F e d e ra l  Reserve  Act o f  December 23 9 
1913 (38  S t a t .  2 5 8 , 12 U .S . C . ,  1948 e d . , 5 3 1 ) ,  p r o v id e s  t h a t  F e d e ra l  
r e s e r v e  b a n k s ,  i n c l u d i n g  t h e  c a p i t a l  s t o c k  and s u r p l u s  t h e r e i n  and t h e  
income d e r i v e d  t h e r e f r o m ,  s h a l l  be exempt from t a x a t i o n ,  e x c e p t  t a x e s  
upon r e a l  e s t a t e .  S e c t i o n  5 (k )  o f  t h e  Home Ovmers ' Loan Act o f  1933 
(48 S t a t .  133 ,  12 U . S . C . ,  1940 e d . ,  1464 (h ) )  p r o v id e s  t h a t  s h a r e s  o f  
F e d e r a l  s a v i n g s  and l o a n  a s s o c i a t i o n s  s h a l l ,  b o th  as  t o  t h e i r  v a l u e  and 
t h e  income t h e r e f r o m ,  be exempt from a l l  t a x a t i o n  ( e x c e p t  s u r t a x e s ,
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e s t a t e ,  i n h e r i t a n c e , and  g i f t  t a x e s )  imposed by t h e  U n i te d  S t a t e s .  Un­
d e r  t h e  ab o v e -m en t io n ed  p r o v i s i o n s ,  income c o n s i s t i n g  o f  d i v i d e n d s  on 
s t o c k  o f  F e d e r a l  l a n d  b a n k s ,  n a t i o n a l  f a r m - l o a n  a s s o c i a t i o n s ,  and F e d e r a l  
r e s e r v e  banks  i s  n o t ,  i n  t h e  case  o f  s t o c k  i s s u e d  p r i o r  t o  March 28 ,  1942,  
s u b j e c t  t o  t h e  income t a x ;  and income c o n s i s t i n g  o f  d i v i d e n d s  on s h a r e  
a c c o u n t s  o f  F e d e r a l  s a v i n g s  and lo a n  a s s o c i a t i o n s  i s  n o t ,  i n  t h e  ca s e  o f  
s h a r e s  i s s u e d  p r i o r  t o  March 28 ,  1942 ,  s u b j e c t  t o  t h e  normal t a x  on i n ­
come. For t a x a b i l i t y  o f  such  income in  t h e  ca s e  o f  such  s t o c k  o r  s h a r e s  
I s s u e d  on o r  a f t e r  March 28 ,  1942 ,  see S e c t i o n  6  o f  t h e  P u b l i c  Debt Act  
o f  1942 and s u b s e c t i o n  (b)  o f  t h i s  s e c t i o n .  For th e  t im e  a t  which a s t o c k  
©r s h a re  I s  i s s u e d  w i t h i n  th e  meaning of  t h i s  s e c t i o n ,  see  s u b s e c t i o n  
(b)  o f  t h i s  s e c t i o n .
R e g a r d l e s s  o f  t h e  exem pt ion  from income t a x  o f  d iv i d e n d s  p a i d  on t h e  
s t o c k  o f  F e d e r a l  r e s e r v e  b a n k s ,  d i v i d e n d s  p a i d  by member banks a r e  t r e a t e d  
l i k e  d i v i d e n d s  o f  o r d i n a r y  c o r p o r a t i o n s .
D iv idends  on t h e  s t o c k  o f  t h e  c e n t r a l  bank f o r  c o o p e r a t i v e s ,  t h e  p r o ­
d u c t i o n  c r e d i t  a s s o c i a t i o n s ,  and banks  f o r  c o o p e r a t i v e s ,  o r g a n iz e d  under  
t h e  p r o v i s i o n s  o f  t h e  Farm C r e d i t  Act o f  1933,  c o n s t i t u t e  income t o  t h e  
r e c i p i e n t s ,  s u b j e c t  t o  b o t h  t h e  normal t a x  and s u r t a x  ( see  s e c t i o n  63  
o f  t h e  Farm C r e d i t  Act  o f  1933 (48 S t a t ,  267 ,  12 I J .S .C . ,  1940 e d . ,  1138c ) ) ,
(b )  I s s u e d  on or  a f t e r  March 28 ,  1 9 4 2 . --By  v i r t u e  o f  t h e  p r o v i s i o n s  o f  
s e c t i o n  6  o f  t h e  P u b l i c  Debt Act  o f  1942,  t h e  t a x  exem pt ion  p r o v i s i o n s  
s e t  f o r t h  in  s u b s e c t i o n  (a)  o f  t h i s  s e c t i o n  w i t h  r e s p e c t  t o  income con­
s i s t i n g  o f  d iv i d e n d s  on s t o c k  o f  t h e  F e d e ra l  l a n 1^ b a n k s ,  n a t i o n a l  f a rm -
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l o a n  a s s o c i a t i o n s ,  and F e d e r a l  r e s e r v e  b a n k s ,  o r  on s h a re  a c c o u n t s  o f  
F e d e r a l  s a v i n g s  and l e a n  a s s o c i a t i o n s ,  a r e  n o t  a p p l i c a b l e  i n  t h e  oase  o f  
d i v i d e n d s  on such  s t o c k  ©r s h a r e s  i s s u e d  on o r  a f t e r  March 28 ,  1942.
For  t h e  p u rp o s e s  o f  t h i s  s e c t i o n ,  a s t o c k  o r  s h a r e  i s  deemed t o  be 
i s s u e d  a t  t h e  t im e  and t o  t h e  e x t e n t  t h a t  payment t h e r e f o r  i s  made t o  t h e  
agency  o r  i n s t r u m e n t a l i t y .  The d a t e  of  I s su a n ce  o f  t h e  c e r t i f i c a t e  o r  
o t h e r  e v i d e n c e  o f  ow nersh ip  o f  such  s t o c k  o r  s h a r e  i s  n o t  d e t e r m i n a t i v e  
i f  payment i s  made a t  an e a r l i e r  o r  l a t e r  d a t e .  Fhere  o ld  s t o c k  i s  r e ­
t i r e d  i n  exchange f o r  new s t o c k  o f  a d i f f e r e n t  c h a r a c t e r  o r  p r e f e r e n c e ,  
t h e  new s t o c k  s h a l l  be deemed t o  have been  I s su e d  a t  t h e  t im e  o f  t h e  e x ­
change r a t h e r  t h a n  when t h e  o ld  s t o c k  was p a i d  f o r .
S e c . 2 9 . 2 2 ( b ) ( 4 ) - 3 *  I n t e r e s t  upon n o t e s  s e c u re d  by mor tgages  e x e c u te d  
t o  F e d e r a l  a g e n c i e s  o r  i n s t r u m e n t a l i t i e s . — S e c t i o n  26 o f  t h e  F e d e ra l  
Farm. Loan Act o f  J u l y  17,  1916  (39 S t a t .  3 8 O, 12 U . S . C . ,  1940 e d . ,  9 3 1 ) ,  
and s e c t i o n  210 o f  such  A c t ,  as  added, by s e c t i o n  2 o f  t h e  Act o f  March 
4 ,  1923 (42 S t a t .  1 4 5 9 , 12 U .S .C . ,  1940 e d . ,  l l l l ) ,  p rov ide  t h a t  f i r s t  
m o r tg ag es  e x e c u te d  t o  F e d e r a l  la n d  b a n k s ,  j o i n t - s t o c k  land  b a n k s ,  o r  
F e d e r a l  i n t e r m e d i a t e  c r e d i t  b a n k s ,  and t h e  income d e r i v e d  t h e r e f r o m ,  s h a l l  
be exempt from t a x a t i o n .  A c c o r d in g l y ,  income c o n s i s t i n g  of  i n t e r e s t  on 
p r o m i s s o r y  n o t e s  h e l d  by such  banks and s e c u r e d  by such  f i r s t  m or tgages  
i s  n o t  s u b j e c t  t o  t h e  income t a x .
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S e c . 2 9 . 2 2 ( c ) - 2 .  V a l u a t i o n  o f  I n v e n t o r i e s . — S e c t i o n  2 2 ( c )  p r o v id e s  
two t e s t s  t o  w hich  each  i n v e n t o r y  must  conform;
(1)  I t  must  conform as  n e a r l y  as may be t o  t h e  b e s t  a c c o u n t in g  p r a c -
\
t i c e  In  t h e  t r a d e  or  b u s i n e s s ,  and
(2)  I t  mus t  c l e a r l y  r e f l e c t  t h e  Income.
The b a s e s  o f  v a l u a t i o n  most commonly used  by b u s i n e s s  conce rns  and ■ 
which  meet t h e  r e q u i r e m e n t s  o f  s e c t i o n  2 2 (c )  a r e  (a)  c o s t  and (b) c o s t  
®r m a r k e t ,  w h ic h e v e r  i s  lo w e r .
In  r e s p e c t  o f  normal goods ,  w h ic h e v e r  b a s i s  i s  adop ted  must be a p p l i e d  
w i t h  r e a s o n a b l e  c o n s i s t e n c y  t o  t h e  e n t i r e  i n v e n t o r y  exce p t  as  t o  t h o s e  
goods i n v e n t o r i e d  u n d e r  t h e  e l e c t i v e  method a u t h o r i z e d  by s e c t i o n  22 (d )  
or  t o  a n i m a l s  I n v e n t o r i e d  u nde r  t h e  e l e c t i v e  " u n i t - l i v e s t o c k - p r i c e  method"  
- a u t h o r i z e d  by s e c t i o n  2 9 * 2 2 ( c ) - 6 .  Taxpayers  were  g iv e n  an o p t i o n  t o  adop t  
t h e  b a s i s  o f  e i t h e r  ( a )  c o s t  o r  (b)  c o s t  o r  m a r k e t ,  7 /h ichever  i s  lo w e r ,  
f o r  t h e i r  1920 i n v e n t o r i e s .  The b a s i s  p r o p e r l y  adopted  f o r  t h a t  y e a r  o r  
any su b se q u e n t  y e a r  i s  c o n t r o l l i n g ,  and a change can now be made o n ly  a f ­
t e r  p e r m i s s i o n  i s  s e c u r e d  from t h e  Comm iss ioner . A p p l i c a t i o n  f o r  p e r m i s ­
s i o n  t o  change t h e  b a s i s  o f  v a l u i n g  i n v e n t o r i e s  s h a l l  be made i n  w r i t i n g  
and f i l e d  w i t h  t h e  Commissioner  as  p ro v id e d  i n  s e c t i o n  2 9 . 4 1 - 2 .  C-oods 
t a k e n  i n  t h e  i n v e n t o r y  which  have been  so i n t e r m i n g l e d  t h a t  t h e y  canno t  
be i d e n t i f i e d  w i th  s p e c i f i c  i n v o i c e s  w i l l  be deemed t o  be t h e  goods most 
r e c e n t l y  p u rc h a s e d  o r  p ro d u c e d ,  and t h e  c o s t  t h e r e o f  w i l l  be t h e  a c t u a l
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c o s t  o f  t h e  goods p u rc h a s e d  o r  p rod u ced  d u r in g  t h e  p e r i o d  i n  which t h e  
q u a n t i t y  o f  goods i n  t h e  i n v e n t o r y  has  been  a c q u i r e d .  But see  s e c t i o n  
2 2 (d )  as  t o  i n v e n t o r i e s  u n d e r  e l e c t i v e  method.  Y/here t h e  t a x p a y e r  ma in ­
t a i n s  book i n v e n t o r i e s  i n  acc o rdance  w i t h  a sound a c c o u n t in g  system, in  
w h ich  t h e  r e s p e c t i v e  i n v e n t o r y  a c c o u n t s  a r e  c h a rg e d  w i t h  t h e  a c t u a l  c o s t  
o f  t h e  goods p u rc h a s e d  o r  p roduced  and c r e d i t e d  w i t h  t h e  v a l u e  o f  goods 
u s e d ,  t r a n s f e r r e d ,  o r  s o l d ,  c a l c u l a t e d  upon t h e  b a s i s  o f  t h e  a c t u a l  c o s t  
©f t h e  goods a c q u i r e d  d u r in g  t h e  t a x a b l e  y e a r  ( i n c l u d i n g  t h e  i n v e n t o r y  
a t  t h e  b e g i n n in g  o f  t h e  y e a r ) ,  t h e  n e t  v a l u e  as shown by such  in v e n t o r y  
a c c o u n t s  w i l l  be deemed t o  be t h e  c o s t  o f  t h e  goods on hand .  The b a l a n ­
ces  shown by  such  book  i n v e n t o r i e s  shou ld  be v e r i f i e d  by p h y s i c a l  i n v e n ­
t o r i e s  a t  r e a s o n a b l e  i n t e r v a l s  and a d j u s t e d  t o  conform t h e r e w i t h .
I n v e n t o r i e s  s h o u ld  be r e c o r d e d  i n  a l e g i b l e  manner ,  p r o p e r l y  computed 
and summarized ,  and s h o u ld  be p r e s e r v e d  as a p a r t  o f  t h e  a c c o u n t in g  r e ­
co rd s  o f  t h e  t a x p a y e r .  The i n v e n t o r i e s  o f  t a x p a y e r s  on w h a te v e r  b a s i s  
t a k e n  w i l l  be s u b j e c t  t o  i n v e s t i g a t i o n  by t h e  Commiss ioner ,  and t h e  t a x ­
p a y e r  must s a t i s f y  t h e  Commissioner o f  t h e  c o r r e c t n e s s  o f  t h e  p r i c e s  adop­
t e d .
S e c . 2 9 . 2 2 ( c ) - 3 *  I n v e n t o r i e s  a t  c o s t . — Cost  means:
(1)  In t h e  case  o f  m e rc hand ise  on hand a t  t h e  b e g i n n in g  of  t h e  t a x a b l e
y e a r ,  t h e  I n v e n t o r y  p r i c e  o f  such  goods.
(2)  In  t h e  case  o f  m e rc h an d is e  pu rchased  s i n c e  t h e  b e g i n n in g  o f  t h e  
t a x a b l e  y e a r ,  t h e  i n v o i c e  p r i c e  l e s s  t r a d e  o r  o t h e r  d i s c o u n t s ,  ex c e p t
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s t r i c t l y  c a s h  d i s c o u n t s  a p p r o x im a t i n g  a f a i r  I n t e r e s t  r a t e ,  w hich  may 
be d e d u c t e d  o r  n o t  a t  t h e  o p t i o n  o f  th e  t a x p a y e r ,  p ro v id e d  a c o n s i s t e n t  
co u r s e  i s  f o l l o w e d .  To t h i s  n e t  i n v o i c e  p r i c e  sh o u ld  be added t r a n s p o r ­
t a t i o n  o r  o t h e r  n e c e s s a r y  c h a r g e s  i n c u r r e d  i n  a c q u i r i n g  p o s s e s s i o n  o f  
t h e  goods .
(3)  In  t h e  ease  o f  m e rc h a n d i s e  p roduced  by t h e  t a x p a y e r  s in c e  t h e  
b e g i n n i n g  o f  t h e  t a x a b l e  y e a r ,  (a )  t h e  c o s t  o f  raw m a t e r i a l s  and s u p p l i e s  
e n t e r i n g  i n t o  or  consumed i n  c o n n e c t i o n  w i t h  t h e  p r o d u c t ,  (b)  e x p e n d i t u r e s  
f o r  d i r e c t  l a b o r ,  ( c )  I n d i r e c t  e x p e n s e s  i n c i d e n t  t o  and n e c e s s a r y  f o r  t h e  p r o ­
d u c t i o n  o f  t h e  p a r t i c u l a r  a r t i c l e ,  i n c l u d i n g  i n  such  i n d i r e c t  expenses  a 
r e a s o n a b l e  p r o p o r t i o n  o f  management e x p e n s e s ,  b u t  n o t  i n c l u d i n g  any c o s t
©f s e l l i n g  or  r e t u r n  on c a p i t a l ,  w h e t h e r  by way o f  i n t e r e s t  o r  p r o f i t .
(4)  In  any i n d u s t r y  in  w hich  t h e  u s u a l  r u l e s ,  f o r  com pu ta t ion  o f  c o s t  
o f  p r o d u c t i o n  a r e  i n a p p l i c a b l e ,  c o s t s  may be app rox im ated  upon such b a s i s  
as  may' be r e a s o n a b l e  and i n  c o n f o r m i ty  w i t h  e s t a b l i s h e d  t r a d e  p r a c t i c e
i n  t h e  p a r t i c u l a r  i n d u s t r y .  Among such  c a s e s  a r e  (a)  f a rm e rs  and r a i s e r s  
o f  l i v e s t o c k  (see  s e c t i o n  2 9 *2 2 ( c ) - 6 ) ,  (b) m ine r s  and m a n u fa c t u r e r s  who 
by a s i n g l e  p r o c e s s  or  u n i fo rm  s e r i e s  o f  p r o c e s s e s  d e r i v e  a p ro d u c t  of  
two o r  more k i n d s ,  s i z e s  o r  g r a d e s ,  t h e  u n i t  c o s t  o f  which  i s  s u b s t a n ­
t i a l l y  a l i k e  ( s e e  s e c t i o n  2 9 * 2 2 ( c ) - 7 ) ,  and (c )  r e t a i l  m erchan ts  who use 
what  i s  known as  t h e  " r e t a i l  method" i n  a s c e r t a i n i n g  approx im ate  c o s t  
( s e e  s e c t i o n  2 9 * 2 2 ( c ) - 8 ) .
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S e c * 2 9 . 2 2 ( c ) - 4 »  I n v e n t o r i e s  a t  c o s t  ©r m a r k e t ,  w h ic h e v e r  i s  l o w e r , - -  
Upon o r d i n a r y  c i r c u m s t a n c e s  and f o r  normal goods i n  an i n v e n t o r y ,  "market"  
means t h e  c u r r e n t  b i d  p r i c e  p r e v a i l i n g  a t  t h e  d a t e  o f  t h e  i n v e n t o r y  f o r  
t h e  p a r t i c u l a r  m e rc h a n d i s e  In t h e  volume i n  w hich  u s u a l l y ,  p u rchased  by 
t h e  t a x p a y e r ,  and i s  a p p l i c a b l e  i n  t h e  c a s e s —
(a )  Of goods p u rc h a s e d  and on h a n d ,  and 
. (b)  Of b a s i c  e l e m e n t s  o f  c o s t  ( m a t e r i a l s ,  l a b o r ,  and b u rd e n )  In  goods
i n  p r o c e s s  o f  m a n u fa c tu r e  and i n  f i n i s h e d  goods on hand;  e x c l u s i v e ,  how­
e v e r ,  o f  goods on hand o r  i n  p r o c e s s  o f  m a n u fa c tu re  f o r  d e l i v e r y  upon 
f i r m  s a l e s  c o n t r a c t s  ( i .  e . ,  t h o s e  n o t  l e g a l l y  s u b j e c t  t o  c a n c e l l a t i o n  
by  e i t h e r  p a r t y )  a t  f i x e d  p r i c e s  e n t e r e d  i n t o  b e f o r e  t h e  d a t e  o f  t h e  i n ­
v e n t o r y ,  u n d e r  which  t h e  t a x p a y e r  i s  p r o t e c t e d  a g a i n s t  a c t u a l  l o s s ,  which  
goods must  be i n v e n t o r i e d  a t  c o s t .
Where t h e  i n v e n t o r y  I s  v a lu e d  upon t h e  b a s i s  o f  c o s t  o r  m a rk e t ,  w hich­
e v e r  i s  l o w e r ,  t h e  marke t  v a l u e  o f  each  a r t i c l e  on hand a t  t h e  i n v e n t o r y  
d a t e  s h a l l  be compared w i t h  t h e  c o s t  o f  t h e  a r t i c l e ,  and t h e  lower  o f  
such  v a l u e s  s h a l l  be  t a k e n  as  t h e  I n v e n t o r y  va lue  o f  t h e  a r t i c l e .
S e c . 2 9 . 2 2 ( c ) - 6 . I n v e n t o r i e s  o f  l i v e s t o c k  r a i s e r s  and o t h e r  f a r m e r s . — 
A f a r m e r  may make h i s  r e t u r n  upon an i n v e n t o r y  b a s i s  i n s t e a d  of  t h e  cash 
r e c e i p t s  and d i s b u r s e m e n t s  b a s i s .  I t  i s  o p t i o n a l  w i t h  t h e  t a x p a y e r  
which o f  t h e s e  methods o f  a c c o u n t in g  i s  u s e d ,  b u t ,h a v in g  e l e c t e d  one me­
t h o d ,  t h e  o p t i o n  so e x e r c i s e d  w i l l  be b inding upon t h e  t a x p a y e r  f o r  t h e
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y e a r  f o r  which  t h e  o p t i o n  I s  e x e r c i s e d  and f o r  s u b s e q u e n t  y e a r s  u n l e s s  
a n o t h e r  method i s  a u t h o r i z e d  by t h e  Commissioner as  p ro v id ed  in  s e c t i o n  
29 .41- 2 .
Formal a p p l i c a t i o n  f o r  p e r m i s s i o n  t o  change from th e  c a s h  r e c e i p t s  and 
d i s b u r s e m e n t s  b a s i s  t o  an  i n v e n t o r y  b a s i s  o f  a c c o u n t in g  s h a l l  n o t  be 
r e q u i r e d  i n  t h e  c a s e  o f  a change made f o r  a t a x a b le '  y e a r  b e g i n n in g  b e f o r e  
December 3 8 , 1948,  t h e  d a t e  o f  a p p r o v a l  o f  T rea su ry  D e c i s io n  5 6 8 3 *
In  any change  o f  a c c o u n t i n g  from t h e  cash  r e c e i p t s  and d i s b u r s e m e n t s  
b a s i s  t o  an  i n v e n t o r y  b a s i s ,  w h e th e r  made f o r  a t a x a b l e  y e a r  b e g in n in g  
b e f o r e  o r  a f t e r  December 3 8 ,  l y 4 8 ,  a d j u s t m e n t s  s h a l l  be made, a t  t h e  op­
t i o n  o f  t h e  t a x p a y e r ,  I n  acc o rd an ce  w i t h  one or  t h e  o t h e r  o f  t h e  two 
methods  o u t l i n e d  i n  ( l )  and (2)  be low:
( 1 ) Opening and c l o s i n g  i n v e n t o r i e s  s h a l l  be used  f o r  t h e  y e a r  In  
w hich  t h e  change i s  made.  There shou ld  be i n c lu d e d  i n  t h e  open ing  in v e n ­
t o r y  a l l  fa rm p r o d u c t s  ( i n c l u d i n g  l i v e s t o c k )  pu rch as ed  o r  r a i s e d  which 
were on hand a t  t h e  d a te  o f  t h e  i n v e n t o r y ,  and t h e r e  must  be s u b m i t t e d  
w i t h  t h e  r e t u r n  f o r  t h e  c u r r e n t  t a x a b l e  y e a r  an a d j u s t m e n t  s h e e t  f o r  th e  
p r e c e d i n g  t a x a b l e  y e a r  based  on th e  i n v e n t o r y  method ,  upon th e  amount 
©f w hich  a d j u s t m e n t  t h e  t a x  s h a l l  be a s s e s s e d  and p a i d  ( i f  any be due) 
a t  t h e  r a t e  o f  t a x  i n  e f f e c t  f o r  t h a t  y e a r .  O r d i n a r i l y  an a d j u s t m e n t  
s h e e t  f o r  t h e  p r e c e d i n g  y e a r  w i l l  be s u f f i c i e n t ,  b u t  i f ,  In  t h e  o p in i o n  
o f  t h e  Commission©r, such  a d j u s t m e n t  i s  n o t  s u f f i c i e n t  c l e a r l y  t o  r e f l e c t  
income, a d j u s t m e n t s  f o r  e a r l i e r  y e a r s  may be a c c e p te d  or  r e q u i r e d .  I f  
i t  i s  im p o s s ib l e  t o  r e n d e r  comple te  i n v e n t o r i e s  f o r  t h e  p r e c e d in g  y e a r
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©r y e a r s ,  t h e  Commissioner w i l l  a c c e p t  e s t i m a t e s  w h ich ,  i n  h i s  o p i n i o n ,  
s u b s t a n t i a l l y  r e f l e c t  t h e  income on t h e  i n v e n t o r y  b a s i s  f o r  such p r e c e d ­
ing  y e a r  o r  y e a r s ;  b u t  i n v e n t o r i e s  must  n o t  in c lu d e  r e a l  e s t a t e ,  b u i l d i n g s ,  
pe rmanent  im provem en ts ,  o r  any o t h e r  a s s e t s  s u b j e c t  t o  d e p r e c i a t i o n .
(2)  Ho a d j u s t m e n t  s h e e t s  w i l l  be r e q u i r e d ,  b u t  t h e  n e t  income f o r  t h e  
t a x a b l e  y e a r  i n  which  t h e  change i s  made must  be computed w i th o u t  d e d u c t ­
i n g  from t h e  sum o f  t h e  c l o s i n g  i n v e n t o r y  and t h e  s a l e s  and o t h e r  r e c e i p t s ,  
t h e  i n v e n t o r y  o f  l i v e s t o c k ,  c r o p s ,  and p r o d u c t s  a t  t h e  b e g i n n in g  o f  t h e  
y e a r ;  p r o v i d e d ,  however—
(a)  That  i f  any l i v e s t o c k ,  g r a i n ,  or  o t h e r  p r o p e r t y  on hand a t  t h e  
b e g i n n i n g  o f  t h e  t a x a b l e  y e a r  had been  p u rc h a s e d  and t h e  c o s t  t h e r e o f  n o t  
cha rged  t o  e x p e n s e ,  o n ly  t h e  d i f f e r e n c e  between t h e  c o s t  and t h e  s e l l i n g  
p r i c e  shou ld  be r e p o r t e d  as Income f o r  t h e  y e a r  i n  which  s o l d ;
(b)  But i f  t h e  c o s t  of  such p r o p e r t y  had been charged  t o  expense f o r  
a p r e v i o u s  y e a r ,  t h e  e n t i r e  amount r e c e i v e d  must  be r e p o r t e d  as  income 
f o r  t h e  y e a r  i n  w hich  s o l d .
Because o f  t h e  d i f f i c u l t y  o f  a s c e r t a i n i n g  a c t u a l  c o s t  o f  l i v e s t o c k  and 
o t h e r  farm p r o d u c t s ,  f a rm e rs  who r e n d e r  t h e i r  r e t u r n s  upon an i n v e n t o r y  
b a s i s  may v a lu e  t h e i r  i n v e n t o r i e s  a c c o r d in g  t o  t h e  " f a r m - p r i c e  m e th o d ,"  
and f a r m e r s  r a i s i n g  l i v e s t o c k  may v a l u e  t h e i r  i n v e n t o r i e s  o f  an im als  a c ­
c o r d in g  t o  e i t h e r  t h e  " f a r m - p r i c e  method"  o r  t h e  " u n i t - l i v e s t o c k - p r i c e  
m e th o d •"
The " f a r m - p r i c e  method" p r o v i d e s  f o r  t h e  v a l u a t i o n  of  I n v e n t o r i e s  a t  
m arke t  p r i c e  l e s s  d i r e c t  c o s t  o f  d i s p o s i t i o n .  I f  t h i s  method of  v a l u i n g
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i n v e n t o r i e s  i s  u s e d ,  i t  must  be a p p l i e d  t o  t h e  e n t i r e  i n v e n t o r y  e x c e p t  
as  t o  l i v e s t o c k  i n v e n t o r i e d ,  a t  t h e  t a x p a y e r ' s  e l e c t i o n ,  under  t h e  " u n i t -  
l i v e s t o c l c - p r i c e  m e th o d ."  I f  t h e  use  o f  t h e  " f a r m - p r i c e  method" of  v a l u i n g  
i n v e n t o r i e s  f o r  any t a x a b l e  y e a r  i n v o l v e s  a change i n  method o f  v a l u in g  
i n v e n t o r i e s  from t h a t  employed i n  p r i o r  y e a r s ,  p e r m i s s i o n  f o r  such change 
s h a l l  f i r s t  be s e c u re d  from t h e  Commissioner as p rov ided  i n  s e c t i o n  
29 .41- 2 .
The " u n i t - l i v e s t o c k - p r i c e  method" p ro v id e s  f o r  th e .  v a l u a t i o n  o f  t h e  
d i f f e r e n t  c l a s s e s  o f  an im a l s  In  t h e  i n v e n t o r y  a t  a s t a n d a r d  u n i t  p r i c e  
f o r  eac h  an im a l  w i t h i n  a c l a s s .  A l i v e s t o c k  r a i s e r  e l e c t i n g  t h i s  method 
o f  v a l u i n g  h i s  an im a l s  o u s t  adop t  a r e a s o n a b l e  c l a s s i f i c a t i o n  o f  th e  a n i ­
mals i n  h i s  i n v e n t o r y  w i t h  r e s p e c t  t o  t h e  age and k in d  in c lu d e d  so t h a t  
t h e  u n i t  p r i c e s  a s s i g n e d  t o  t h e  s e v e r a l  c l a s s e s  w i l l  r e a s o n a b l e  account  
f o r  t h e  no rm al  c o s t s  i n c u r r e d  in  p ro d u c in g  t h e  an im a ls  w i t h i n  such c l a s s e s .  
Thus ,  i f  a c a t t l e  r a i s e r  d e t e rm in e s  t h a t  i t  c o s t s  a p p r o x im a te ly  •'15 t o  
p r o d u c t  a c a l f ,  and $7 *5>0 each  y e a r  t o  r a i s e  t h e  c a l f  t o  m a t u r i t y ,  h i s  
c l a s s i f i c a t i o n s  and u n i t  p r i c e s  would be as f o l l o w s :  c a l v e s ,  ';‘1 5 ; y e a r ­
l i n g s ,  122*50; 2 - y e a r  o l d s ,  0 0 ;  m a tu re  a n i m a l s ,  $37-50* The c l a s s i f i ­
c a t i o n  s e l e c t e d  by t h e  l i v e s t o c k  r a i s e r ,  and th e  u n i t  p r i c e s  a s s i g n e d  t o  
t h e  s e v e r a l  c l a s s e s ,  a r e  s u b j e c t  t o  a p p ro v a l  by t h e  Commissioner upon 
e x a m in a t io n  o f  t h e  t a x p a y e r  ' s r e t u r n .
A t a x p a y e r  who e l e c t s  t o  use t h e  " u n i t - l i v e s t o c k - p r i c e  method" must  
a p p ly  i t  t o  a l l  l i v e s t o c k  r a i s e d ,  w he the r  f o r  s a l e  or  f o r  b r e e d i n g ,  d r a f t  
©r d a i r y  p u r p o s e s .  Once e s t a b l i s h e d ,  t h e  u n i t  p r i c e s  and c l a s s i f i c a t i o n s
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s e l e c t e d  by t a x p a y e r  must  be c o n s i s t e n t l y  a p p l i e d  i n  a l l  subsequen t  y e a r s  
i n  t h e  v a l u a t i o n  o f  l i v e s t o c k  i n v e n t o r i e s ,  No changes in  t h e  c l a s s i f i c a ­
t i o n  o f  a n im a l s  o r  u n i t  p r i c e s  w i l l  be made w i t h o u t  t h e  a p p ro v a l  o f  t h e  
Com miss ioner ,
A l i v e s t o c k  r a i s e r  who u s e s  t h e  ’’u n i t - l i v e s t o c k - p r i c e  method” must  
i n c l u d e  i n  h i s  i n v e n t o r y  a t  c o s t  any l i v e s t o c k  p u r c h a s e d ,  ex c e p t  t h a t  
an im a l s  p u rc h a s e d  f o r  b r e e d i n g ,  d a i r y ,  o r  d r a f t  purposes  c a n ,  a t  t h e  
e l e c t i o n  o f  th e  l i v e s t o c k  r a i s e r ,  be i n c l u d e d  i n  i n v e n t o r y  or  be t r e a t e d  
as c a p i t a l  a s s e t s  s u b j e c t  t o  d e p r e c i a t i o n  a f t e r  m a t u r i t y .  I f  t h e  a n i ­
mals p u rc h a s e d  a r e  n o t  ma tu re  a t  t h e  t ime  o f  p u r c h a s e ,  t h e  c o s t  sh o u ld  be 
i n c r e a s e d  a t  t h e  end o f  each  a c c o u n t in g  y e a r  in  acc o rdance  w i th  t h e  e s ­
t a b l i s h e d  u n i t  p r i c e s ,  exce p t  t h a t  no i n c r e a s e  i s  t o  be made i n  th e  y e a r  
o f  p u r c h a s e , i f  t h e  an im al  i s  a c q u i r e d  d u r in g  t h e  l a s t  s i x  months o f  t h a t  
y e a r .  I f  t h e  r e c o r d s  main ta ined ,  p e rm i t  i d e n t i f i c a t i o n  o f  a pu rchased  
a n i m a l ,  t h e  c o s t  o f  such an im al  w i l l  be e l i m i n a t e d  from th e  c l o s i n g  i n ­
v e n t o r y  In  t h e  e v e n t  o f  i t s  s a l e  o r  l o s s .  O the rw ise ,  t h e  f i r s t - i n  f i r s t -  
ou t  method o f  v a l u i n g  i n v e n t o r i e s  must be a p p l i e d .
I f  a t a x p a y e r  u s in g  t h e  " f a r m - p r i c e  method” d e s i r e s  t o  adop t  t h e  " u n i t -  
l i v e s t o c k - p r i c e  method” i n . v a l u i n g  h i s  i n v e n t o r i e s  o f  l i v e s t o c k ,  p e rm is ­
s i o n  f o r  t h e  change s h a l l  f i r s t  be s e c u re d  from t h e  Commissioner as 
p ro v id e d  i n  s e c t i o n  k 9 , l | . l - 2 .  However, a t a x p a y e r  who has f i l e d  r e t u r n s  
©n th e  b a s i s  o f  i n v e n t o r i e s  a t  c o s t ,  o r  c o s t  or m arke t  w h icheve r  I s  low er ,  
may adop t  t h e  " u n i t - l i v e s t o c k - p r i c e  method" f o r  v a l u i n g  h i s  i n v e n t o r i e s  
o f  l i v e s t o c k  f o r  t a x a b l e  y e a r s  b e g in n in g  a f t e r  December 3 1 > 19U3 w i th o u t
61 ;
fo rm a l  a p p l i c a t i o n  f o r  p e r m i s s i o n ,  b u t  t h e  c l a s s i f i c a t i o n s  and u n i t  p r i c e s  
s e l e c t e d  a r e  s u b j e c t  t o  a p p ro v a l  by t h e  Commiss ioner upon e x a m in a t io n  o f  
t h e  t a x p a y e r ’ s r e t u r n ,  A l i v e s t o c k  r a i s e r  who h a s ,  f o r  t a x a b l e  y e a r s  
b e g i n n in g  p r i o r  t o  J a n u a ry  1 ,  1 9 kb> a d o p te d  a c o n s t a n t  u n i t  p r i c e  method 
o f  v a l u i n g  l i v e s t o c k  i n v e n t o r i e s  and f i l e d  r e t u r n s  on t h a t  b a s i s  w i l l  be 
c o n s i d e r e d  as  h av ing  e l e c t e d  t h e  " u n i t - l i v e s t o c k - p r i c e  m e th o d ,"
I f  r e t u r n s  have been  made i n  w hich  t h e  t a x a b l e  n e t  income has  been  com­
p u te d  upon inc o m p le t e  i n v e n t o r i e s ,  t h e . a b n o r m a l i t y  sh o u lc  be c o r r e c t e d  
by s u b m i t t i n g  w i t h  t h e  r e t u r n  f o r  t h e  c u r r e n t  t a x a b l e  y e a r  a s t a t e m e n t  
f o r  t h e  p r e c e d i n g  y e a r .  In t h i s  s t a t e m e n t  such  a d j u s t m e n t s  s h a l l  be made 
as  a r e  n e c e s s a r y  t o  b r i n g  t h e  c l o s i n g  I n v e n t o r y  f o r  t h e  p r e c e d i n g  y e a r  
I n t o  ag reem ent  w i t h  t h e  open ing  comple te  i n v e n t o r y  f o r  t h e  c u r r e n t  t a x a b l e  
y e a r .  I f  n e c e s s a r y  c l e a r l y  t o  r e f l e c t  income, s i m i l a r  a d j u s t m e n t s  may 
be made as  a t  t h e  b e g in n in g  o f  t h e  p r e c e d in g  y e a r  o r  y e a r s ,  and th e  t a x ,  
i f  any be due ,  s h a l l  be a s s e s s e d  and paid  a t  t h e  r a t e  o f  t a x  i n  e f f e c t  
f o r  such y e a r  o r  y e a r s .
(Amended by T. D. 5 l ; 2 3 ,  1 2 - 1 5 - i j J f ;  T. D. 968 3 ,  1 2 - 3 0 - l ; 8 . )
S ec ,  2 9 » 2 3 ( a ) - l l . Expenses o f  f a r m e r s . —A fa rm e r  who o p e r a t e s  a farm 
f o r  p r o f i t  i s  e n t i t l e d  t o  deduc t  from g r o s s  income as n e c e s s a r y  expenses  
a l l  amounts a c t u a l l y  expended In  t h e  c a r r y i n g  on of  bhe b u s i n e s s  o f  farm­
i n g ,  The c o s t  o f  o r d i n a r y  t o o l s  o f  s h o r t  l i f e  or  s m a l l  c o s t ,  such  as hand 
t o o l s ,  i n c l u d i n g  s h o v e l s ,  r a k e s ,  e t c . ,  may be d e d u c t e d .  The c o s t  o f  f e e d ­
ing  and r a i s i n g  l i v e  s t o c k  may be t r e a t e d  as an expense  d e d u c t i o n ,  in so
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f a r  as  such  c o s t  r e p r e s e n t s  a c t u a l  o u t l a y ,  b u t  n o t  I n c l u d i n g  t h e  v a lu e  of  
fa rm p roduce  grown upon t h e  farm o r  t h e  l a b o r  o f  t h e  t a x p a y e r ,  t h e r e  a 
f a r m e r  I s  engaged  In p ro d u c in g  c rops  which, t a k e  more t h a n  a y e a r  f r o r  t h e  
t im e  o f  p l a n t i n g  t o  t h e  p r o c e s s  o f  g a t h e r i n g  and d i s p o s a l ,  expenses  deduc­
t e d  may,  w i t h  t h e  c o n s e n t  o f  t h e  Commissioner (see  s e c t i o n  2 9 .I j . l -2) ,  
be d e t e r m in e d  upon th e  crop b a s i s ,  and. such d e d u c t io n s  must be t a k e n  in  t h e  
y e a r  in  w hich  t h e  g ro s s  income from t h e  c rop  has been  r e a l i z e d .  The c o s t  
o f  fa rm  m a c h in e r y ,  e q u ip m e n t ,  and farm b u i l d i n g s  r e p r e s e n t s  a c a p i t a l  
i n v e s t m e n t  and i s  n o t  an  a l l o w a b l e  d e d u c t i o n  a s  an i t em  o f  ex p e n s e .  A- 
mounts expended i n  t h e  development o f  f a r m s ,  o r c h a r d s ,  and r a n c h e s  p r i o r  
t o  t h e  t im e  when t h e  p r o d u c t i v e  s t a t e  i s  r e a c h e d  may be r e g a r d e d  as i n ­
v e s tm e n t s  o f  c a p i t a l .  Amounts expended in  p u r c h a s in g  work,  b r e e d i n g ,  or  
d a i r y  a n i m a l s  a r e  r e g a r d e d  as  i n v e s t m e n t s  o f  c a p i t a l  and way be d e p r e c i a t e d  
u n l e s s  such  an im a ls  a re  in c lu d e d  i n  an i n v e n t o r y  i n  accordance  w i th  s e c ­
t i o n  2 9 . 2 2 ( 0. ) -?« The p u rc h a s e  p r i c e  o f  an a u t o m o b i l e ,  even  when w h o l ly  
u sed  in  c a r r y i n g  on f a rm in g  o p e r a t i o n s ,  i s  n o t  d e d u c t i b l e ,  b u t  i s  r e g a r ­
ded as an  in v e s t m e n t  of  c a p i t a l .  The c o s t  of  g a s o l i n e ,  r e p a i r s ,  a no up­
keep  o f  a n  a u to m o b i le  I f  used  w h o l ly  i n  t h e  b u s i n e s s  of  fa rm ing  i s  d e ­
d u c t i b l e  as a n  e x p e n s e ;  i f  used  p a r t l y  f o r  b u s i n e s s  pu rposes  and p a r t l y  
f o r  th e  p l e a s u r e  o r  conven ience  of  t h e  t a x p a y e r  o r  h i s  f a m i l y ,  such c o s t  
may be a p p o r t i o n e d  a c c o r d i n g  t o  t h e  e x t e n t  of  t h e  use f o r  p u rposes  of  
b u s i n e s s  and p l e a s u r e  or  c o n v e n i e n c e ,  and. o n ly  th e  p r o p o r t i o n  o f  such 
c o s t  j u s t l y  a t t r i b u t a b l e  t o  b u s i n e s s  p u rp o s es  i s  d e d u c t i b l e  as a n e c e s s a r y  
e x p e n s e .  I f  a f a m  i s  o p e r a t e d  f o r  r e c r e a t i o n  o r  p l e a s u r e  and no t  on a
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commercia l  b a s i s ,  and i f  t h e  expenses  i n c u r r e d  i n  c o n n e c t io n  w i t h  th e  
f a rm  a r e  i n  e x c e s s  o f  t h e  r e c e i p t s  t h e r e f r o m ,  t h e  e n t i r e  r e c e i p t s  from 
t h e  s a l e  o f  p r o d u c t s  may be Ig n o re d  In  r e n d e r i n g  a r e t u r n  o f  income, and 
t h e  ex p en s es  I n c u r r e d ,  b e i n g  r e g a r d e d  as  p e r s o n a l  e x p e n s e s ,  w i l l  n o t  
c o n s t i t u t e  a l l o w a b l e  d e d u c t i o n s .  (See a l s o  s e c t i o n s  2 9 . 2 2 ( a ) - 7 ,  2 9 . 2 5 ( e ) -  
5 ,  and 2 9 . 2 3 ( l ) - 1 0 . )
S e c . 2 9 . 2 3 (a ) -1 5 »  Nontrade  o r  n o n b u s in e s s  expenses  . — (a)  In g e n e r a l . — 
S u b je c t  t o  t h e  q u a l i f i c a t i o n s  and l i m i t a t i o n s  i n  c h a p t e r  1 and p a r t i c u l a r ­
l y  i n  s e c t i o n  2k ,  an  expense may be d educ ted  under  s e c t i o n  23 (a )  (2)
©nly upon t h e  c o n d i t i o n  t h a t :
(1)  i t  has  b e e n  p a i d  o r  i n c u r r e d  by t h e  t a x p a y e r  d u r in g  t h e  t a x a b l e
y e a r  ( i )  f o r  t h e  p r o d u c t i o n  or  c o l l e c t i o n  o f  income w h ich ,  i f  and when
r e a l i z e d ,  w i l l  be r e q u i r e d  t o  be in c lu d e d  i n  income f o r  f e d e r a l  income
t a x  p u r p o s e s ,  o r  ( i i )  f o r  t h e  management,  c o n s e r v a t i o n ,  or  main tenance  
o f  p r o p e r t y  h e l d  f o r  t h e  p r o d u c t i o n  o f  such  income; and
(2) i t  i s  an  o r d i n a r y  and n e c e s s a r y  expense  f o r  e i t h e r  o r  bo th  o f  t h e  
p u rp o s e s  s t a t e d  i n  ( l )  above .
. . . The e x p e n s e s ,  h o w e v e r , .o f  c a r r y i n g  on t r a n s a c t i o n s ,  which  do 
no t  c o n s t i t u t e  a t r a d e  or  b u s i n e s s  o f  t h e  t a x p a y e r  and a r e  n o t  c a r r i e d  
on f o r  t h e  p r o d u c t i o n  o r  c o l l e c t i o n  o f  income o r  f o r  th e  management,  con­
s e r v a t i o n ,  o r  m a in tena nce  o f  p r o p e r t y  h e l d  f o r  t h e  n r o d u c t i o n  o f  Income, 
b u t  which  a r e  c a r r i e d  on p r i m a r i l y  as a s p o r t ,  hobby,  o r  r e c r e a t i o n  are  
n o t  a l l o w a b l e  as  n o n t r a d e  or  n o n b u s in e s s  e x p e n s e s .
E x p e n s e s ,  t o  be d e d u c t i b l e  under  s e c t i o n  23 (a)  ( 2 ) ,  must  be '’o r d i n a r y  
and n e c e s s a r y , "  which  p re s u p p o s e s  t h a t  t h e y  must be r e a s o n a b l e  In  amount
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and must  b e a r  a r e a s o n a b l e  and. p ro x im a te  r e l a t i o n  t o  t h e  p r o d u c t i o n  o r  
c o l l e c t i o n  o f  t a x a b l e  income o r  t o  t h e  management,  c o n s e r v a t i o n ,  o r  ma in­
t e n a n c e  o f  p r o p e r t y  h e ld  f o r  t h e  p r o d u c t i o n  o f  income,
(b)  Excep t  f o r  t h e  r e q u i r e m e n t  o f  b e i n g  i n c u r r e d  i n  c o n n e c t io n  w i th  
a t r a d e  o r  b u s i n e s s ,  a d e d u c t i o n  under  t h i s  s e c t i o n  i s  s u b j e c t  t o  a l l  t h e  
r e s t r i c t i o n s  and l i m i t a t i o n s  t h a t  a p p ly  i n  t h e  case  o f  t h e  d e d u c t io n  un­
d e r  s e c t i o n  23 (a)  ( l )  (A) o f  an  expense  p a id  or  I n c u r r e d  i n  c a r r y i n g  
1
on any t r a d e  o r  b u s i n e s s .  This  I n c l u d e s  r e s t r i c t i o n s  a n rl l i m i t a t i o n s  con­
t a i n e d  i n  s e c t i o n  2U» S e c t i o n  2 /4 ( 8.) (5 ) d i s a l l o w s  any amount o th e rw is e  a l ­
low ab le  as a d e d u c t i o n  (w hether  under  s e c t i o n  23 (a )  (2) or  o th e rw i s e )  
which i s  a l l o c a b l e  t o  one or  more c l a s s e s  o f  taxexempt income, o t h e r  t h a n  
i n t e r e s t ,  and has  t h e  e f f e c t  i n  a d d i t i o n  o f  d i s a l l o w i n g  a d e d u c t io n  un­
d e r  s e c t i o n  23  ( a )  (2) f o r  amounts o t h e r w i s e  a l l o w a b l e  under  t h a t  s e c t i o n  
w hich  a re  a l l o c a b l e  t o  t a x -e x e m p t  i n t e r e s t .  Thus,  any amount a l l o c a b l e  
t o  t h e  p r o d u c t i o n  o r  c o l l e c t i o n  o f  one o r  more c l a s s e s  of  income which 
i s  n o t  i n c l u d i b l e  i n  g r o s s  income o r  t o  t h e  management,  c o n s e r v a t i o n ,  o r
m a in tenance  o f  p r o p e r t y  he ld  f o r  t h e  p r o d u c t i o n  o f  such income i s  n o t  de ­
d u c t i b l e  u n d e r  s e c t i o n  23 (a)  ( 2 ) .  Nor does s e c t i o n  23 (a)  (2)  a l l o w  any
expenses  w h ich  a r e  d i s a l l o w e d  by any o f  t h e  p r o v i s i o n s  o f  c h a p t e r  1.
C a p i t a l  e x p e n d i t u r e s ,  and expenses  o f  c a r r y i n g  on t r a n s a c t i o n s  which 
do n o t  c o n s t i t u t e  a t r a d e  o r  b u s i n e s s  o f  t h e  t a x p a y e r  and a r e n o t  c a r r i e d  
on f o r  t h e  p r o d u c t i o n  or  c o l l e c t i o n  o f  Income or f o r  t h e  management,  con­
s e r v a t i o n ,  o r  m a in tenance  o f  p r o p e r t y  h e l d  f o r  th e  p r o d u c t i o n  o f  income, 
b u t  which a r e  c a r r i e d  on p r i m a r i l y  as a s n o r t ,  hobbv,  or r e c r e a t i o n  a re
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not allowable as nontrade or nonbusiness expenses. The question whether 
©r not a transaction is carried on primarily for the production of income 
or for the management, conservation, or maintenance of property held for 
the production or collection of income, rather than primarily as a sport, 
hobby, or recreation, is not to be determined solely from the intention 
of the taxpayer but rather from all the circumstances of the case, in­
cluding the record of prior gain or loss of the taxpayer in the activity, 
the relation between the type of activity and. the principal occupation 
of the taxpayer, and the uses to which the property or what It produces 
is put by the taxpayer.
Sec.29*23 (e )-5• Losses of farmers .— Losses incurred in the operation 
of farms as business enterprises are deductible from gross income. If • 
farm products are held for favorable markets, no deduction on account of 
shrinkage in weight or physical value of by reason of deterioration in 
storage shall be allowed, except as such shrinkage may be reflected in 
an inventory if used to determine profits. The total loss by frost, 
storm, flood,or fire of a prospective crop is not a deductible loss in 
computing net income. A farmer engaged in raising and selling stock, such 
as cattle, sheep, horses, etc., is not entitled to claim as a loss the 
value of animals that perish from among those anirals that were raised 
on the farm, except as such loss is reflected In an inventory if used.
If live stock has been purchased after February 28, 1913» f°r any ourpose,
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and afterwards dies from disease, exposure, or injury, or '.is killed by 
order of the authorities of a State or the United States, the actual 
purchase price of such live stock, less any depreciation allowable as a 
deduction in respect of such perished live stock, may be deducted as a 
loss if the loss is not compensated for by Insurance or otherwise. The 
actual cost of other property (with proper adjustment for depreciation) 
(which is destroyed by order of the authorities of a State or of the 
United States, may in like manner be claimed as a loss. If reimbursement 
is made by a State or the United States in whole or in part on account of 
stock killed or other property destroyed In respect of which a loss was 
claimed fbr a prior year, the amount received shall be reported as income 
for the year in which reimbursement is made. The cost of any feed, pas­
ture, or care which has been deducted as an expense of operation shall 
not be included as part of >the cost of the stock for the purpose of as­
certaining the amount of a deductible loss. If gross income is ascer­
tained by inventories, no deduction can be made for live stock or products 
lost during the year, whether purchased for resale or produced on the 
farm, as such losses will be reflected in the inventory by reducing the 
amount of live stock or products on hand, at the close of the year. If 
an individual owns and operates a farm,in addition to being engaged in 
another trade, business, or calling, and sustains a loss from such opera­
tion of the farm, then the amount of loss sustained may be deducted, from 
gross income received from all sources, provided the farm is not operated 
for recreation or pleasure. As to losses claimed cs deductions for es­
tate tax purposes, see section 29.23(e)"l* See also sections 29*22(a)- 
7, 29.23(a)-ll9 and 29.23(l)-10.
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S e e * 2 9 , 2 3 ( i ) - 1 • Basis for determining loss.— The basis for determining 
the amoimt of the deduction for losses allowed to individuals under sec­
tion 2 3 (e) and. to corporations under section 2 3 (f), or of the amount of 
the deduction for bad debts allowed to both Individuals and corporations 
under section 2 3 (k), is the same as is provided in section 113 for deter­
mining the loss from the sale or other disposition of property. Proper 
adjustment must be made In each case for any expenditure, receipt, loss, 
or other item properly chargeable to capital account, and for depreciation, 
obsolescence, amortization, or depletion. (See section 113(b) and sections 
2 9 . 1 1 3 ( b ) ( l ) - l  to 29.113(b)(3)-2, inclusive.)
Sec.29*23(l)-1. Depreciation.— A reasonable allowance for the exhaus­
tion, wear and tear, and obsolescence of property used in the trade or 
business or treated under section 2 9 .2 3 (a) -1 5 as held by the taxpayer for 
the production of Income, nay be deducted from gross income. , . .
Sec.29.23(l)-2. Depreciable property.— The necessity for a depreciation 
alloyrance arises from the fact that certain property used in the business, 
or treated unJer section 29*23(a) -1 5 as held by the taxpayer for the pro­
duction of income, gradually approaches a point where its usefulness Is 
exhausted. The allowance should be confined to property of this nature.
In the case of tangible property, it applies to that which is Subject 
to wear and tear, to decay or decline from natural causes, to exhaustion, 
and to obsolescence due to the normal progress of the art, as where na-
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chinery or other property must be replaced by a new invention, or due 
to the inadequacy of the property to the growing needs of the business.
It does not apply to inventories or to stock in trade, or to land apart 
from the improvements of physical development added to It. . . •
Se c. 29.23 (1) -I;. Capital sum recoverable through depreciation allowan­
ces. --The capital sum to be replaced by depreciation allowances is the 
cost or other basis of the property in respect of which the allowance 
is made. (See sections 113(a) and llij..) To this amount should be added 
from time to time the cost of improvements, additions, and betterments, 
and from it should be deducted from time to time the amount of any definite 
l@ss or damage sustained by the property through casualty, as distinguished 
from the gradual eshaustion of its utility which is the basis of the de­
preciation allowance. (See section 1 1 3(b).). . •
Sec.29*23(l )-10. Depreciation in the case of farmers.— A reasonable 
allowance for depreciation may be claimed on farm buildings (other than 
a dwelling occupied by the owner), farm machinery, and other physical pro­
perty. A reasonable allowance for depreciation may also be claimed on 
live stock acquired for work, breeding, oh dairy purposes, unless they are 
included in an inventory used to determine profits In accordance with sec­
tion 29.22(a)-7« Such depreciation should be based on the cost or other 
basis and the estimated life of the live stock. If such live stock be 
included In an Inventory no depreciation thereof will be allowed, as the 
corresponding reduction in their value will be reflected in the inventory. 
(See also sections 29*23(a)-ll and 29*23(e)-h.)
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S e e ,2 9 * U l”3« Methods o f  a c c o u n t i n g . — I t  i s  r e c o g n i z e d  t h a t  no un i fo rm  
method  o f  a c c o u n t i n g  can  he p r e s c r i b e d  f o r  a l l  t a x p a y e r s ,  and t h e  law con­
t e m p l a t e s  t h a t  ea c h  t a x p a y e r  s h a l l  a d o p t  such  forms and sys tems  o f  a c c o u n t ­
in g  as a r e  i n  h i s  judgment b e s t  s u i t e d  t o  h i s  p u r p o s e .  Each t a x p a y e r  i s  
r e q u i r e d  by law t o  make a r e t u r n  o f  h i s  t r u e  Income. He m u s t ,  t h e r e f o r e ,  
m a i n t a i n  such  a c c o u n t i n g  r e c o r d s  a s  w i l l  en a b le  him t o  do s o .  (See s e c ­
t i o n  3h s e c t i o n  2 9 «5U-1 «)
S e c .2 9 * U l“U« A ccoun t ing  p e r i o d . — The r e t u r n  o f  a t a x p a y e r  i s  made and 
h i s  income computed f o r  h i s  t a x a b l e  y e a r ,  which i n  g e n e r a l  means h i s  f i s ­
c a l  y e a r ,  o r  t h e  c a l e n d a r  y e a r  i f  he has  n o t  e s t a b l i s h e d  a f i s c a l  y e a r .
(See s e c t i o n  J4.8 . )  The t e rm  " f i s c a l  y e a r "  means an a c c o u n t in g  p e r i o d  o f  
12 months e n d in g  on t h e  l a s t  day o f  any month o t h e r  t h a n  December.  N© 
f i s c a l  y e a r  w i l l ,  however,  be r e c o g n i z e d  u n l e s s  b e f o r e  i t s  c l o s e  i t  was 
d e f i n i t e l y  e s t a b l i s h e d  as  an a c c o u n t in g  p e r io d  by t h e  t a x p a y e r  and t h e  
books o f  such  t a x p a y e r  were k e p t  i n  acc o rdance  t h e r e w i t h .  A p e r s o n  hav ing  
n© such  f i s c a l  y e a r  must  make h i s  r e t u r n  011 t h e  b a s i s  o f  th e  c a l e n d a r  y e a r .  
Exce p t  i n  t h e  case  o f  a f i r s t  r e t u r n  f o r  income t a x  a t a x p a y e r  s h a l l  make 
h i s  r e t u r n  on t h e  b a s i s  upon which  he made h i s  r e t u r n  f o r  t h e  t a x a b l e  y e a r  
im m e d ia te ly  p r e c e d i n g ,  u n l e s s ,  w i t h  t h e  a p p ro v a l  o f  t h e  Commissioner,  he 
has  changed h i s  a c c o u n t in g  p e r i o d .  See s e c t i o n  2 9 .l4.6 - l .
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S ec.2 9 •b U -l• Records and income tax forms.— Every person subject to 
the tax, except persons whose gross income (l) consists solely of salary, 
wages, ©r .similar compensation for personal services rendered, or (2 ) 
arises solely from the business of growing and selling products of the 
soil, shall, for the purpose of enabling the Commissioner to determine 
the correct amount of income subject to the tax, keep such permanent books 
©f account or records, including inventories, as are sufficient to establish 
the amount of the gross income and the deductions, credits, and other matters 
required to be shown in any return under chapter;:.!. • • • Tne books or 
records required by this section shall be kept at all times available for 
inspection by internal-revenue officers, and shall be retained s© long as 
the contents thereof may become material in the administration of any 
internal-revenue law.
Sec.29.58-6. Time and place for filing declarations— Year beginning 
prior to January 1, 19l|4«—  (a) Time for filing declaration* — .(l) General.— 
Declarations of estimated tax must (except in the case of farmers as to 
whom see subsection (a) (3 ) of this section) be made on or before the 15th 
day of the third month of the taxable year by every individual whose then 
anticipated income for the current taxable year, or whose actual income 
for the preceding taxable year, meets the requirements of section 58 (a)* 
The requirement with respect to the time for filing the declaration ap­
plies alike to nonresident aliens who are required to make the declaration 
as well as to United States citizens and residents.
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(3) Farmers,— While, generally, the declaration of estimated tax must 
be filed on or before the 15th day of the third month of the taxable year, 
the statute provides that in the case of an individual otiose estimated- 
gross income from farming for the taxable year is at least 30 percent of 
his total estimated gross income from all sources for such year, there is 
permitted the election of filing a declaration on or before the 15th day 
©f the last month of the taxable year in lieu of the time prescribed for 
individuals generally. The estimated gross income from farming is the 
estimated income resulting from the cultivation of the soil1and the rais­
ing or harvesting of any agricultural or horticultural commodities, and 
the raising of livestock, bees, or poultry. In  other words, the requisite 
gross income must be derived from the operations of a stock, dairy, poultry, 
fruit, or truck farm, or plantation, ranch, nursery, range, or orchard.
If an individual receives for the use of his land income in the form of 
a share of the crops produced thereon, such income is .from farming* As 
to determination of income of farmers, see sections 2 9 .2 2 (a)-7 .and 29.23
(a)-ll.
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Seo.29*58“7* Time and place for filing declarations—
(b) Calendar and fiscal years beginning after December J>1, 19hb» —  
Declarations of estimated tax for the calendar year 19U5 subsequent 
calendar years shall (except in the case of farmers, as to whom see sub­
section (c) of this section) be made on or before March 19 of such year by 
every individual whose then anticipated income for the current calendar
year meets the requirements of section 58 (&)» ®-s amended.
(e) Farmers. —  In the case of an individual, whose estimated p;ross income 
from faming for the taxable year is at least two-thirds of his total 
estimated gross income from all sources for such taxable year, his de­
claration may be filed on or before the 15th day of January of the suc­
ceeding taxable year in lieu of the time prescribed for individuals ge­
nerally. The provisions of section 29.53-6 (a) (3) relating to what 
constitutes farming are equally applicable to taxable years beginning 
after December 31* 19U3•
In the case of an individual whose estimated grpss income from farming 
for a short taxable year is at least two-thirds of his total estimated 
gross income from all sources for such taxable year, his declaration 
may be filed on or before the 15th day of the month immediately following 
the close of such taxable year.
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Sec.29.58-10. Payment o ” estimated tax— Years beginning prior to 
January 1 , 19UU*
■ (b) Farmers. —  In the case of an individual whose estimated gross in­
come from faming is at least 80 percent of his total gross income from 
all sources for the'taxable year, special provisions are made with respect 
t o  the filing of the declaration, the payment of the tax and the penal­
ties Incurred. As to what constitutes income from farming within the meaning 
of this subsection, see section 2 9*5 8 -6 (a) (3 )* I*1 such case the de­
claration is to be filed on or before the 15th day of the last month of 
the taxable year, and the entire amount of the estimated tax must be paid 
a t  that t m e .
Sec.29*53-11 * Payment of estimated tax— Years beginning after December
31 ,  19U3-
(b) Farmers.— In the case of an individual whose estimated gross In­
come from farming for taxable years beginning after December 31* 19U3* 
is at least two-thirds of his total gross income from all sources for 
such taxable year, special provisions are made with respect to the filing 
of the declaration, the payment of the tax, and the penalties incurred.
As to what constitutes income from, farming within the meaning of this 
subsection, see  section 2 9 *5 8 -6 (a) (3 )» In suchcase, if such taxable 
year Is the calendar year, the declaration is to be filed on or before
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January 15 of the succeeding calendar year and payment of the estimated 
tax shall be made in full at such time* In the case of a farmer on the 
fiscal year basis, the declaration may be filed on or before the 15th day 
of the succeeding fiscal year and payment of the estimated tax shall be 
made in full at such time.
Sec,29•101(l)-l• Labor, agricultural, and horticultural organizations. 
The organizations contemplated by section 101 (l) as entitled to exemp­
tion from income taxation are those which—
(1) Have no net income inuring to the benefit of any member;
(2) Are educational or instructive in character; and
(3 ) Have as their objects t!ie betterment of the conditions of those 
engaged in such pursuits, the improvement of the grade of their products, 
and the development of a higher degree of efficiency in their respective 
occupations•
Organizations such as county fairs and like associations of a quasi 
public character, which are designed to encourage the development of bet­
ter agricultural and horticultural products through a system of awards, 
and whose income from gate receipts, entry fees, and donations is used 
exclusively to meet the necessary expenses of upkeep and operation, are 
thus exempt. On the other hand, associations which have for their purpose 
for example, the holding of periodical race meets, the profits from which 
may inure to the benefit of their shareholders, are not exempt. Similarly 
corporations engaged in growing agricultural or horticultural products 
for profit are not exempt from tax.
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Sec,29»101(9)-I* Social clubs.— The exempt ion granted by section 
1 0l(9 ) applies to practically all social and recreation clubs which are 
supported by membership fees, dues, and assessments. If 0. club engages 
in traffic, in agriculture or horticulture, or in the sale or real estate, 
timber, etc., for profit, such club is not organized and operated exclusive­
ly for pleasure, recreation, or social purposes. Generally, an incidental 
sale of property will not deprive the club of the exemption.
See.29.101(12)-1, Farmers1 cooperative marketing and purchasing as­
sociations.— (a) Cooperative associations engaged in the marketing of 
farm products for farmers, fruit growers, live stock growers, dairymen, 
etc., and turning back to the producers the proceeds of the sales of their 
products, less the necessary operating expenses, on the basis of the pro­
ducts furnished by them, are exempt from income tax. For instance, co­
operative dairy companies which are engaged in collecting milk and dis­
posing of it or the products thereof and distributing the proceeds, less 
necessary operating expenses, among the producers upon the basis of the 
quantity of milk or of butter fat in the milk furnished by such producers, 
are exempt from the tax. If the proceeds of the business are distributed 
in any other way than on such a proportionate basis, the association does 
not meet the requirements of the Internal Revenue Code and is not exempt.
In other words, nonmember patrons must be treated the same as members in 
so far as the distribution of patronage dividends is concerned, that Is, 
if products are marketed for non-member producers, the proceeds of the
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the sale, less necessary operating expenses, must be returned to the pat­
rons from the sale of whose goods such proceeds result, whether or not 
such patrons are members of the association. In order to show its cooper­
ative nature and to establish compliance with the requirement of the Code 
that the proceeds of Sales,less necessary expenses, be turned back to all 
producers on the basis of the products furnished by them, it is necessary 
for such an association to keep permanent records of the business done 
both with members and nonmembers. The Code does not require, however, 
that the association keep ledger accounts with each producer selling 
through the association. Any permanent records whieh show that the as­
sociation was operating during the taxable year on a cooperative basis in 
the distribution of patronage dividends to all producers'will suffice.
While under the Code patronage dividends must be paid to all producers 
on the same basis, this requirement is complied with if an association, in­
stead of paying patronage dividends to nonmember producers in cans, keeps 
permanent records from which the proportionate shares of the patronage 
dividends due to nonmem.ber producers can be determined, and such shares 
are made applicable toward the purchase price of a share of stock or of 
a membership in the association.
An association which has capital stock will not for such reason be 
denied exemption, (l) if the dividend rate of such stock is fixed at 
not to exceed the legal rate of Interest in the State of incorporation 
©r 8 percent per annum., whichever is greater, on the value of the con­
sideration for which the stock was issued, and (2 ) if substantially all
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©f such stock (with the exception noted below) is owned by producers who 
market their products or purchase their supplies and equipment through 
the association. Any ownership of stock by others than such actual pro­
ducers must be satisfactorily explained in the association’s application 
.for exemption. The association will be required to show that the owner­
ship of its capital stock has been restricted asfhr as possible to such 
actual producers. If by statutory requirement all officers of an asso­
ciation must be shareholders, the ownership of a share of stock by a non­
producer to qualify him as an officer will not destroy the association’s 
exemption. Likewise, if a shareholder for any reason ceases to be a 
producer and the association is unable, because of a constitutional re­
striction or prohibition or other reason beyond the control of the asso­
ciation, to purchase or retire the stock of such nonproducer, the fact 
that under such circumstances a small amount of the outstanding capital 
stock is owned by shareholders who ore no longer producers will not des­
troy the exemption. The restriction placed on the ownership of capital 
stock of an exempt cooperative association shall not apply to nonvoting 
preferred stock, provided the owners of such stock are not entitled or 
permitted to participate, directly or indirectly, in the profits of the 
association, upon dissolution or otherwise, beyond, the fixed dividends.
The accumulation and maintenance of a reserve required by State statute, 
or the accumulation and maintenance of a reasonable reserve or surplus for 
any necessary purpose such as to provide for the erection of buildings 
and facilities required in business or for the purchase and Installment 
of machinery and equipment or to retire indebtedness incurred for such
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purposes, will not destroy the exemption. An association will not be 
denied, exemption because it markets the products of nonmembers, provided 
t h e  value of the products marketed for members. Anyone who shares in the 
profiits of a farmers’ cooperative marketing association, and is entitled 
to participate in the management of the association, must be regarded as 
a member of such association within the meaning of section 101 Sj2 ).
(b) Cooperative associations engaged in the purchasing of supplies 
and equipment for farmers, fruit growers, live stock growers, dairymen, 
etc., and turning over such supplies and equipment to them at actual cost, 
plus the necessary operating expenses, are exempt. The term "supplies 
and equipment" as used in section 10l(l2 ) includes groceries and all other 
goods and merchandise used by farmers in the operation and maintenance
of a farm or farmer's household. The provisions of subsection (a) of this 
section relating to a reserve or surplus and to capital stock shall ap­
ply to associations coming under this paragraph. An association which 
purchases supplies and equipment for nonmembers will not for such reason 
be denied exemption, provided the value of the purchases for nonmembers 
does not exceed the value of the supplies and equipment purchased for mem­
bers, and provided the value of the purchases made for nonmembers who are 
not producers does not exceed 15 percent of the value of all its purchases,
(c) In order to be exempt under either subsection (a) or (b) of this 
section an association must establish that it has no net income for its 
own account other than that reflected in a reserve or surplus authorized 
in subsection (a). An association engaged both In marketing farm, products
82
and in purchasing supplies and equipment is exempt if as to each of its 
functions it meets the requirements of the Internal Revenue Code. Business 
done for the United States or any of Its agencies shall be disregarded 
in detemining the right to exemption under section 1 0 1(1 2) and this sec­
tion, An association to be entitled to exemption must not only be organized 
but actually operated in the manner and for the purposes specified in 
section 1 0 1(1 2).
(d) Cooperative organizations engaged in occupations dissimilar from 
those of farmers, fruit growers, and the like, such as marketing building 
materials, are not exempt,
(Amended by T, D. 5-458* June 1 5, 19U5»)
See*29*101(13)»1, Corporations organized to finance crop operations.—  
Corporations organized by farmers’ cooperative marketing or purchasing 
associations, or the members thereof, for the purpose of financing the 
ordinary crop operations of such members or other producers are also ex­
empt, provided *the marketing or purchasing, association is exempt under 
section 1 0 1(1 2), and the financing corporation is operated in conjunction 
with the marketing or purchasing association. The provisions of section 
2 9 .10l(l2 )-l relating to a reserve or surplus and to capital stock shall 
also apply to corporations coming under this section.
See.29.112(f)-l• Reinvestment of proceeds of involuntary conversion.—  
Upon the involuntary conversion of property described in section 112(f), 
no gain is recognized if the provisions of that section are complied with. 
If any part of the money received as a result of such an involuntary con­
version is not expended In the manner provided in section 112(f), the 
gain, if any is recognized to the extent of the money which is not so 
expended.
The provisions of section 112(f) are applicable to property used for 
residential or farming purposes.
S e c . 2 9 . H 9 - H  • O the r  income from s o u r c e s  w i t h i n  t h e  U ni ted  S t a t e s . — 
I tems of g r o s s  income o t h e r  t h a n  th o s e  s p e c i f i e d  in  s e c t i o n  119(*0 and (c) 
s h a l l  be a l l o c a t e d  or a p p o r t i o n e d  t o  s o u rc e s  w i t h i n  or w i t h o u t  t h e  U nited  
S t a t e s ,  as p r o v id e d  in  s e c t i o n  119(e)*
The Income derived from the ownership or operation of any farm, mine, 
oil, or gas well, other natural deposit, or timber, located within or 
without the United States, thereof within or without the United States, 
shall ordinarily be Included In gross income from sources within the United 
States. If, however, it Is shown to the satisfaction of the Commissioner 
that due to the peculiar conditions of production and sale in a specific 
case or for other reasons all of such gross Income should not be allocated 
to sources within the United States, an apportionment thereof to sources 
within the United States and to sources without the United States shall be 
made as provided in section 2 9 .1 1 9 -1 2 .
8lj.
Where items of gross income are separately allocated to sources within 
the United States, there shall be deducted therefrom, In computing net 
income, the expenses, losses, and other deductions properly apportioned 
©r allocated thereto and a ratable part of other expenses, losses, or 
other deductions which can not definitely be allocated to some item or 
class of gross income.
Sec.29•123-1. Election to Include loans in Income.— A taxpayer who 
receives a loan from the Commodity Credit Corporation may, at his elect­
ion, include the amount of such loan in his gross income for the taxable 
year in which the loan is received. If a taxpayer makes such an election, 
then for subsequent taxable years he shall include in his gross income 
all amounts received during those years as loans from the Commodity 
Credit Corporation, unless he secures the permission of the Commissioner 
to change to a different method of accounting. Application for permis­
sion to change such method of accounting and the basis upon which the 
return is made shall be filed within 90 days after the beginning of the 
taxable year to be covered by the return.
S e c .29.123-2. Effect of election on adjustments for other taxable 
years.--If a taxpayer elects or has elected under section 123 of the 
Internal Revenue Code or section 223(d) of the Revenue Act of 1939* 
amended, to include in his gross income the amount of a loan from the 
Commodity Credit Corporation, for the taxable year in which it is re­
ceived, then—
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(1) no part of the amount realized by the Commodity Credit Corporation 
upon the sale or other disposition of the commodity pledged for such loan 
shall be recognized as income to the taxpayer, unless the taxpayer re­
ceives an amount in addition to that advanced to him as the loan, in 
which event such additional amount shall be included In the gross Income 
©f the taxpayer for the year in which received; and
(2 ) no deductible loss to the taxpayer shall be recognized on account 
of any defficiency realized by the Commodity Credit Corporation on such 
loan if the taxpayer was relieved from liability for such deficiency.
Example. A, a taxpayer who elected for his taxable years 1938* 1939* 
and 19U 0 to include in gross income amounts received during those years 
as loans from the Commodity Credit Corporation, received as loans $500 
in 1938 ,  1700 in 1939* and $900 in 19b0» In 19U2 all the pledged commodity 
was sold by the Commodity Credit Corporation for an amount $100 and 
$200 less than the loans with respect to the commodity pledged in 1938 
and 1939* respectively, and for an amount $150 greater than the loan with 
respect to the commodity pledged in 191+0. A, in making his return for 
196-2, shall include in gross income the sum of $150 if it Is received dur­
ing that year, but will not be allowed a deduction for the deficiencies 
of '100 and $200 unless he Is required to satisfy such deficiencies and 
does satisfy them, during that year.
Sec • 2 9 . lii-3”3• Exempt Ion from w i t h h o l d i n g . —
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The s a l a r y  o r  o t h e r  com pensa t ion  f o r  p e r s o n a l  s e r v i c e s  o f  a n o n r e s i d e n t  
a l i e n  i n d i v i d u a l  who e n t e r s  and l e a v e s  t h e  U n i te d  S t a t e s  a t  f r e q u e n t  
i n t e r v a l s ,  s h a l l  n o t  be s u b j e c t  t o  d e d u c t i o n  and w i t h h o l d i n g  o f  income t a x  
a t  t h e  so u rc e  i f - -
(1)  such  n o n r e s i d e n t  a l i e n  i s  a r e s i d e n t  o f  Canada or  Mexico,  o r
(2)  such  n o n r e s i d e n t  a l i e n  i s  engaged in  a g r i c u l t u r a l  l a b o r  as def ined,
in  s e c t i o n  lij.26 (h)  o f  t h e  I n t e r n a l  Revenue Code.
Payments made by t h e  U n i ted  S t a t e s  or  o t h e r  p u b l i c  o r  p r i v a t e  a g e n c i e s
o r  em ployers  t o  n o n r e s i d e n t  a l i e n s  b ro u g h t  i n t o  t h e  United S t a t e s  f o r  
t h e  purpose  o f  th e  p r o d u c t i o n  and h a r v e s t i n g  o f  a g r i c u l t u r a l  commodit ies  
p u r s u a n t  t o  P u b l i c  Law Ij.5 (78 t h  C o n g r e s s ) ,  approved A p r i l  29,  19 k-3 * s h a l l  
n o t  be s u b j e c t  t o  d e d u c t i o n  and w i t h h o l d in g  o f  Income t a x  a t  t h e  source  
( see  s e c t i o n  5 (b )  o f  such  Pub l ic  Law 6.5 ) .
S e c . 2 9 .2 9 U -1 • A d d i t i o n s  t o  t h e  t a x . — (a)  G e n e r a l . — S e c t io n  29^(8)  
p r o v i d e s  f o r  c e r t a i n  a d d i t i o n s  t o  the  t a x  in  t h e  case o f —
(1) f a i l u r e  t o  f i l e  t i m e l y  a d e c l a r a t i o n  o f  es t imated ,  t a x ;
(2)  f a i l u r e  t o  nay w i t h i n  th e  t i n e  p r e s c r i b e d  any I n s t a l l m e n t  o f  de­
c l a r e d  e s t i m a t e d  t a x ;  and
(3 ) s u b s t a n t i a l  u n d e r e s t i m a t e  of  the  e s t i m a t e d  t a x .
These a d d i t i o n s  t o  t h e  t a x  a re  in  a d d i t i o n  to  any a p p l i c a b l e  c r i m i n a l  
p e n a I t i e s .
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(3) S u b s t a n t i a l  u n d e r s t a t e m e n t  of  e s t i m a t e d  t a x . — S e c t io n  29i+(d) (2)  
p r o v i d e s  f o r  an a d d i t i o n  t o  t h e  t a x  in  t h e  case o f  a t a x p a y e r  who makes 
a s u b s t a n t i a l  u n d e r e s t i m a t e  o f  t a x  on h i s  d e c l a r a t i o n .  Such a d d i t i o n  
t o  t h e  t a x  s h a l l  n o t  a p p l y  t o  t h e  t a x a b l e  y e a r  in  which f a l l s  t h e  death 
o f  t h e  t a x p a y e r .
For  t a x a b l e  y e a r s  b eg in n in g  a f t e r  December 31,  19U2, e x ce p t  as  h e r e i n ­
a f t e r  p r o v i d e d —
(A) In t h e  case  o f  i n d i v i d u a l s ,  o t h e r  t h a n  th o s e  e x e r c i s i n g  t h e  e l e c ­
t i o n  under  s e c t i o n  60  ( a ) ,  r e l a t i n g  t o  f a r m e r s ,  an a d d i t i o n  t o  t h e  t a x  
u n d e r  s e c t i o  n 29h ( m  (2 ) i s  a p p l i c a b l e  i n  t h e  ev en t  t h a t  the  amount o f  
t h e  e s t i m a t e d  t a x  ( increased ,  by t h e  ©mount o f  t h e  c r e d i t  f o r  t a x e s  w i t h ­
h e l d  a t  s o u rce  on wages arid t h e  c r e d i t  under  s e c t i o n  3 2 ) i s  l e s s  t h a n
80 p e r c e n t  o f  t h e  t a x  Imposed by c h a p t e r  1 f o r  t h e  t a x a b l e  y e a r  ( d e t e r ­
mined vf i tbou t  r e g a r d  t o  such c r e d u t s ) .  In t h e  even t  o f  a f a i l u r e  t o  f i l e  
t h e  r e q u i r e d  d e c l a r a t i o n ,  th e  amount of  t h e  e s t i m a t e d  t a x  f o r  t h e  pu rposes  
o f  t h i s  p r o v i s i o n  i s  z e ro .
(B) In t h e  case  o f  i n d i v i d u a l s  e x e r c i s i n g  th e  E l e c t i o n  under  s e c t i o n  
60 ( a ) ,  r e l a t i n g  t o  f a r m e r s ,  t h e  a d d i t i o n  t i  t h e  t a x  i s  a p p l i c a b l e  i f  
t h e  amount o f  t h e  e s t i m a t e d  t a x  In c re a s e d  by th e  amount of  th e  c r e d i t  
f o r  t a x e s  w i t h h e l d  a t  source  on wages and th e  c r e d i t  un d e r  s e c t i o n  32
i s  l e s s  t h a n  66 2 /3  p e r c e n t  o f  t h e  amount o f  th e  t a x  ( de termined  w i t h o u t  
r e g a r d  t o  such c r e d i t s ) .
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(c)  The a d d i t  Ion  t o  t h e  t a x  in  any case  in which t h e r e  has  been such  
u n d e r e s t i m a t e d  as comes w i t h i n  t h e  scope of  s e c t i o n  29L\. (d)  (2) i s  an  
amount e q u a l  t o —
( i )  t h e  e x c e s s  o f  80 p e r c e n t  o f  t h e  t a x  (o r  66 2 /3  p e r c e n t  i n  th e  case  
o f  f a rm e r s  e x e r c i s i n g  an o p t i o n  un d e r  s e c t i o n  60  (a)  d e te rm in e d  w i t h o u t  
r e g a r d  t o  t h e  c r e d i t  f o r  t a x e s  w i t h h e l d  a t  sou rce  on wages and th e  c r e d i t  
u n d e r  s e c t i o n  32  over  t h e  amount of  th e  e s t i m a t e d  t a x  i n c r e a s e d  by such 
c r e d i t s ;  or
( i i )  6 p e r c e n t  o f  t h e  e x c e s s  o f  t h e  t a x  de te rm ined  w i th o u t  r e g a r d  t o  
t h e  c r e d i t  f o r  t a x e s  w i t h h e l d  a t  source  on wages and t h e  c r e d i t  under  
s e c t i o n  32 over  to e  amount o f  t h e  e s t i m a t e d  t a x  i n c r e a s e d  by such  c r e d i t s ,  
w h ic h e v e r  ( ( i )  o r  ( i i ) ) i s  t h e  l e s s e r .
In th e  c a s e  o f  a t a x p a y e r  f i l i n g  a d e c l a r a t i o n  o f  e s t i m a t e d  t a x  f o r  
a t a x a b l e  y e a r  b e g in n in g  i n  19Uh, t h e  te rm  " t a x 41 as  i t  appea rs  in  t h e  
e x p r e s s i o n s  "60 p e r c e n t  o f  t h e  t a x "  i n  (a )  and (C) ( i ) ,  "66 2 /3  p e r c e n t  
of  th e  amount o f  t h e  t a x "  i n  (B) ,  and "6 p e r c e n t  o f  t h e  excess  o f  t h e  
t a x "  i n  (c) ( i i ) ,  s h a l l  be t a k e n  t o  r e f e r  t o  t h e  l e s s e r  o f  th e  f o l l o w i n g :
A t a x  computed under  t h e  law a p p l i c a b l e  t o  such t a x a b l e  y e a r  w i t h o u t  r e ­
g a rd  t o  t h e  amendments made by t h e  Income Tax Act of  l f M l ,  and 0 t a x  
computed u n d e r  t h e  lew a p p l i c a b l e  t o  such y e a r .
The a d d i t i o n  t o  t h e  t a x  f o r  s u b s t a n t i a l  u n d e r e s t i m a t e  o f  t h e  e s t i m a t e d  
t a x  s h a l l  n o t  a p p ly  t o  t h e  t a x a b l e  y e a r  in  which t h e  t a x p a y e r  makes a 
t i m e l y  payment o f  e s t i m a t e d  t a x  w i t h i n  or  b e f o r e  each q u a r t e r  o f  such 
y e a r  i n  an  amount a t  l e a s t  as g r e a t  as  though such e s t i m a t e d  t a x  were
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computed u n d e r  t h e  law a p p l i c a b l e  t o  t h e  t a x a b l e  y e a r  on t h e  b a s i s  o f  
t h e  t a x p a y e r ’ s s t a t u s  w i t h  r e s p e c t  t o  t h e  p e r s o n a l  exem pt ion  and c r e d i t  
f o r  d e p e n d e n t s  on. t h e  d a t e  o f  f i l i n g  t h e  d e c l s . r& t io n , and on t h e  b a s i s  
©f t h e  t a x  w i t h h e l d ,  and r e a s o n a b l y  e x p ec ted  on t h e  d a t e  o f  t h e  f i l i n g  
o f  t h e  d e c l a r a t i o n  t o  be  w i t h h e l d ,  on wages r e c e i v e d  d u r i n g  th e  c a l e n d a r  
y e a r  e n d in g  w i t h  o r  w i t h i n  t h e  t a x a b l e  y e a r ,  t u t  o th e rw i s e  as  though  
such  e s t i m a t e d  t a x  were computed on th e  b a s i s  o f  t h e  n e t  income, and t h e  
s u r t a x  n e t  income, shown on th e  t a x p a y e r ’ s r e t u r n  f o r  the  p r e c e d in g  t a x ­
a b l e  y e a r ,  a d j u s t e d  t o  conform t o  t h e  law a p p l i c a b l e  t o  t h e  t a x a b l e  y e a r .  
The n e t  income and t h e  s u r t a x  n e t  income shown on t h e  t a x p a y e r ’s r e t u r n  
f o r  t h e  p r e c e d i n g  t a x a b l e  y e a r  s h a l l  be c o n s i d e r e d  t o  be ze ro  f o r  t h e  
p u rp o s es  o f  t h i s  s e c t i o n  i f  f o r  such y e a r  t h e  t a x p a y e r  d id  n o t  f i l e  a 
r e t u r n  and was n o t  r e q u i r e d  t o  f i l e  a r e t u r n .  In t h e  ca s e  o f  fa rm ers  
e x e r c i s i n g  an  e l e c t i o n  under  s e c t i o n  60 ( a ) ,  such  a d d i t i o n  t o  th e  t a x  
s h a l l  n o t  a p p ly  t o  t h e  t a x a b l e  y e a r  i n  which t h e  t a x p a y e r  makes a t i m e l y  
payment o f  e s t i m a t e d  t a x  w i t h i n  t h e  l a s t  q u a r t e r  of  such y e a r  i n  an amount 
a t  l e a s t  as  g r e a t  as  though  computed under  th e  law a p p l i c a b l e  t o  th e  
t a x a b l e  y e a r  on t h e  b a s i s  o f  t h e  t a x p a y e r ’ s s t a t u s  w i t h  r e s p e c t  t o  t h e  
p e r s o n a l  exem pt ion  and c r e d i t  f o r  dependen ts  on the  d a t e  o f  f i l i n g  t h e  
d e c l a r a t i o n ,  b u t  o t h e r w i s e . a s  though  computed on th e  ^ a s i s  o f  the  n e t  
income and t h e  s u r t a x  n e t  income shown on the  t a x p a y e r ’s r e t u r n  f o r  th e  
p r e c e d i n g  t a x a b l e  y e a r ,  a d j u s t e d  t o  conform t o  t h e  law a p p l i c a b l e  t o  t h e  
t a x a b l e  y e a r .  In  the  case  of  a. t a x a b l e  y e a r  b e g in n in g  in  19h3 > t h o s e  
q u a r t e r s  o f  t h e  t a x a b l e  y e a r  which began  b e fo re  J u ly  1 ,  19'4.3> a r e  e x c l u ­
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ded f o r  t h e  pu rpose  o f  d e t e r m in i n g  th e  a p p l i c a t i o n  o f  t h e  r e l i e f  p r o v i s i o n
u n d e r  s e c t i o n  29h (d)  ( 2 ) .  As used  in  t h i s  s u b s e c t i o n  t h e  e x p r e s s i o n
" p e r s o n a l  exem pt ion  and c r e d i t  f o r  d e p e n d e n t s ” s h a l l  f o r  t a x a b l e  y e a r s
I
b e g i n n i n g  a f t e r  December , 19U3* t>e t a k e n  t o  r e f e r  t o  t h e  n o r m a l - t a x  
exem pt ion  and s u r t a x  exe m p t io n s ;  a l s o  f o r  such y e a r s ,  t h e  e x p r e s s i o n  
"each  q u a r t e r ” s h a l l  be t a k e n  t o  i n c l u d e  t h e  p e r i o d  (end ing  w i t h  t h e  l b t h  
day o f  t h e  f i r s t  month o f  t h e  su c c e e d in g  t a x a b l e  y e a r )  w i t h i n  which  t h e  
l a s t  i n s t a l l m e n t  o f  t h e  e s t i m a t e d  t a x  i s  r e q u i r e d  t o  be p a i d ,  and t h e  e x ­
p r e s s i o n  " l a s t  q u a r t e r "  s h a l l  mean t h e  p e r i o d  ( s i m i l a r l y  end ing  w i t h  t h e  
l*5t h  day o f  t h e  f i r s t  month o f  t h e  s uccee d ing  t a x a b l e  y e a r )  w i t h i n  which  
f a rm e r s  e x e r c i s i n g  an e l e c t i o n  under  s e c t i o n  60  (a)  a r e  r e q u i r e d  t o  pay 
t h e  e s t i m a t e d  t a x .
The a p p l i c a t i o n  o f  s e c t i o n  29U (d) (2)  f o r  a t a x a b l e  y e a r  b e g in n in g  
in  19i ).3 i n  t h e  ca s e  o f  t a x p a y e r s  no t  e n t i t l e d  t o  e l e c t  un d e r  s e c t i o n  60  
( a ) ,  r e l a t i n g  t o  f a rm e rs  may be illustrated by t h e  f o l l o w i n g  examples :
Sec. /4O9 . 102.  E x c lu s io n s  f r o n T J a g e s . —
•  «  * * • • • * • • • • • • • • • • • • •  • • • • • • *
( c )  Rem unera t ion  pa id  f o r  a g r i c u l t u r a l  l a b o r . — ( l )  In g e n e r a l . — The 
t e rm  "wages" does n o t  in c lu d e  r e m u n e ra t io n  f o r  s e r v i c e s  which c o n s t i t u t e  
a g r i c u l t u r a l  l a b o r  as d e f i n e d  in  s e c t i o n  l/;26 ( h ) . The term, " a g r i c u l ­
t u r a l  l a b o r "  as  so d e f i n e d  i n c l u d e s  s e r v i c e s  o f  a c h a r a c t e r  d e s c r i b e d  
i n  p a r a g r a p h s  ( 2 ) ,  ( 3 ) ,  (U )» and (5 ) o f  t h i s  s u b s e c t i o n .  In g e n e r a l ,
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however ,  t h e  te rra  " a g r i c u l t u r a l  l a b o r "  does n o t  i n c l u d e  s e r v i c e s  pe r fo rm ed  
i n  c o n n e c t i o n  w i t h  f o r e s t r y ,  lu m b e r in g ,  o r  l a n d s c a p i n g .
(2)  Serv  I c e s  d e s c r i b e d  in  s e c t i o n  1/426 (h)  ( l ) « — Rem unera t ion  p a id  f o r  
s e r v i c e s  p e r fo rm e d  on a farm by an employee o f  any p e rson  in c o n n e c t i o n  
w i t h  any ©f t h e  f o l l o w i n g  a c t i v i t i e s  i s  ex c e p te d  as r e m u n e r a t i o n  f o r  
a g r i c u l t u r a l  l a b o r :
( i )  The c u l t i v a t i o n  o f  t h e  s o i l ;
( i i )  The r a i s i n g ,  s h e a r i n g ,  f e e d i n g ,  c a r i n g  f o r ,  t r a i n i n g ,  or  manage­
ment o f •l i v e s t o c k ,  b e e s ,  p o u l t r y ,  f u r - b e a r i n g  a n i m a l s ,  o r  w i l d l i f e ;
©r
( i i i )  The r a i s i n g  o r  h a r v e s t i n g  o f  any o t h e r  a g r i c u l t u r a l  o r  h o r t i ­
c u l t u r a l  commodity.
The t e r m  "farm." as used  i n  t h i s  s u b s e c t i o n  i n c l u d e s  s t o c k ,  d a i r y ,  p o u l t r y ,  
f r u i t ,  f u r - b e a r i n g  a n i m a l ,  and t r u c k  f a rm s ,  p l a n t a t i o n s ,  r a n c h e s ,  n u r s e r ­
i e s ,  r a n g e s ,  o r c h a r d s ,  and such g reenhouses  and o t h e r  s im i l& r  s t r u c t u r e s  
as  a r e  used  p r i m a r i l y  f o r  t h e  r a i s i n g  of  a g r i c u l t u r a l  o r  h o r t i c u l t u r a l  
com m odi t ie s .  Greenhouses and o t h e r  s i m i l a r  s t r u c t u r e s  used  p r i m a r i l y  
f o r  o t h e r  p u rp o s e s  ( f o r  example ,  d i s p l a y ,  s t o r a g e ,  and f a b r i c a t i o n  o f  
w r e a t h s ,  c o r s a g e s ,  and b o u q u e t s ) ,  do no t  c o n s t i t u t e  " f a rm s " .
(3 ) S e r v i c e s  d e s c r i b e d  i n  s e c t i o n  1/426 (h)  ( 2 ) . —The r e m u n e ra t i o n  paid 
f o r  t h e  f o l l o w i n g  s e r v i c e s  performed by an employee i n  t h e  employ o f  t h e  
owner o r  t e n a n t  o t  o t h e r  o p e r a t o r  o f  one o r  more farms i s  e x c e p te d  as 
r e m u n e r a t i o n  f o r  a g r i c u l t u r a l  l a b o r ,  p ro v id ed  t h e  majo r  p a r t  o f  such  s e r ­
v i c e s  i s  pe r fo rm ed  on a farm:
( i )  S e r v i c e s  per fo rmed  i n  c o n n e c t io n  w i t h  t h e  o p e r a t i o n ,  management,
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c o n s e r v a t i o n ,  improvement ,  o r  m a in tenance  o f  any o f  such farms o r  i t s  
t o o l s  o r  eq u ip m en t ;  o r
( i i )  S e r v i c e s  per fo rmed i n  s a l v a g i n g  t i m b e r ,  o r  c l e a r i n g  l a n d  of  
b r u s h  and o t h e r  d e b r i s ,  l e f t  by a h u r r i c a n e .
The s e r v i c e s  d e s c r i b e d  In  ( i )  above may i n c l u d e ,  f o r  exam ple ,  s e r v i c e s  
per fo rm ed  by  c a r p e n t e r s ,  p a i n t e r s ,  m e c h a n ic s ,  farm s u p e r v i s o r s ,  i r r i g a t i o n  
e n g i n e e r s ,  b o o k k e e p e r s ,  and o t h e r  s k i l l e d  o r  s e m i s k i l l e d  w o r k e r s ,  which  
c o n t r i b u t e  in  any way t o  t h e  conduct  of  t h e  farm or  f a rm s ,  as  s u c h ,  o p e r a ­
t e d  by t h e  p e r s o n  employing them, '  as d i s t i n g u i s h e d  from any o t h e r  en­
t e r p r i s e ,  In which  such  p e r s o n  may be engaged .  Since t h e  s e r v i c e s  d e s ­
c r i b e d  i n  t h i s  p a r a g r a p h  must  be per formed i n  t h e  employ o f  t h e  owner 
o r  t e n a n t  o r  o t h e r  o p e r a t o r  o f  th e  fa rm ,  t h e  e x c e p t i o n  does n o t  ex tend  
t o  r e m u n e r a t i o n  p a id  f o r  s e r v i c e s  per fo rmed  by employees o f  a commercial  
p a i n t i n g  c o n c e r n ,  f o r  exam ple ,  which c o n t r a c t s  w i t h  a fa rm er  t o  r e n o v a t e  
h i s  fa rm p r o p e r t i e s .
(I4) S e r v i c e s  d e s c r i b e d  i n  s e c t i o n  II4.26 (h)  (3 ) . —Rem unerat ion  p a id  f o r  
s e r v i c e s  pe r fo rm ed  by an employee i n  t h e  employ o f  any p e r s o n  i n  connec­
t i o n  w i th  any o f  t h e  fo l l o w i n g  o p e r a t i o n s  i s  excep ted  as r e m u n e ra t i o n  f o r  
a g r i c u l t u r a l  l a b o r  w i t h o u t  r e g a r d  t o  t h e  p l a c e  where such s e r v i c e s  a r e  
p e r fo rm e d :
( i )  The g in n in g  o f  c o t t o n ;
( i i )  The h a t c h i n g  o f  p o u l t r y ;
( i i i )  The r a i s i n g  or h a r v e s t i n g  of  mushrooms;
( i v )  The o p e r a t i o n  or  ma in tenance  o f  d i t c h e s ,  c a n a l s ,  r e s e r v o i r s ,
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©r w a te rw ays  used  e x c l u s i v e l y  f o r  s u p p ly in g  o r  s t o r i n g  w a t e r  f o r  f a rm ing  p u r ­
p oses  ;
(v)  The p r o d u c t i o n  ©r h a r v e s t i n g  o f  maple sap  i n t o  maple s i r u p  o r  
maple s u g a r  ( b u t  n o t  t h e  s u b se q u e n t  b le n d in g  o r  o t h e r  p r o c e s s i n g  o f  such  • 
s i r u p  or  s u g a r  w i t h  o t h e r  p r o d u c t s ) ;  o r
( v i )  The p roduc t ion  o r  h a r v e s t i n g  o f  c rude  gum ( o l e o r e s i n )  from a l i ­
v ing  t r e e  o r  t h e  p r o c e s s i n g  o f  such  crude  gum i n t o  gum s p i r i t s  o f  t u r ­
p e n t i n e  and gum r o s i n ,  p ro v id ed  such  p r o c e s s i n g  i s  c a r r i e d  on by t h e  
o r i g i n a l  p r o d u c e r  o f  such c rude  gum.
(5) S e r v i c e s  d e s c r i b e d  i n  s e c t i o n  li\26  (h) (I4 ) .  — ( i )  Rem unerat ion  
p a id  f o r  s e r v i c e s  perfo rmed by an  employee i n  t h e  employ o f  a f a rm e r  o r  
a f a r m e r s ’ c o o p e r a t i v e  o r g a n i z a t i o n  or  group i n  t h e  h a n d l i n g ,  p l a n t i n g ,  
d r y i n g ,  p a c k i n g ,  p a c k a g in g ,  p r o c e s s i n g ,  f r e e z i n g ,  grading. ,  s t o r i n g ,  o r  
d e l i v e r i n g  t o  s t o r a g e  o r  t o  market  o r  t o  a c a r i e r  f o r  t r a n s p o r t a t i o n  t© 
m a r k e t ,  o f  any a g r i c u l t u r a l  o r  h o r t i c u l t u r a l  commodity,  o t h e r  t h a n  f r u i t s  
and v e g e t a b l e s  ( see  s u b d i v i s i o n  ( i i )  be lo w ) ,  produced  by such  fa rmer  or  
fa rmer-members  o f  such  o r g a n i z a t i o n  or  group o f  f a rm e rs  i s  e x c e p te d ,  
p ro v id e d  such  s e r v i c e s  a r e  performed as an i n c i d e n t  t o  o r d i n a r y  fa rm ing  
o p e r a t i o n s .
G e n e r a l l y  s e r v i c e s  a r e  performed "as  an i n c i d e n t  t o  o r d i n a r y  fa rming  
o p e r a t i o n s "  w i t h i n  t h e  meaning o f  t h i s  p a r a g ra p h  i f  t h e y  a r e  s e r v i c e s  of  
t h e  c h a r a c t e r  o r d i n a r i l y  performed by th e  employees o f  a f a rm er  or  o f  a 
f a r m e r s ’ c o o p e r a t i v e  o r g a n i z a t i o n  o r  group as  a p r e r e q u i s i t e  t o  t h e  mar­
k e t i n g ,  i n  i t s  unmanufac tu red  s t a t e ,  of any a g r i c u l t u r a l  or  h o r t i c u l ­
t u r e !  commodity oroduced by such fa rm er  o r  by t h e  members o f  s^ch  f a r ­
m e r s ’ o r g a n i z a t i o n  or g ro u p .  S e rv ic e s  performed by employees o f  such 
f a r m e r  o r  f a r m e r s ’ o r g a n i z a t i o n  o r  group i n  t h e  h a n d l i n g ,  p l a n t i n g ,
d r y i n g ,  p a c k i n g ,  p a c k a g in g ,  p r o c e s s i n g ,  f r e e z i n g ,  g r a d i n g ,  s t o r i n g ,  o r  d e l i v e  
In g  t© st@rage ©r t o  marke t  o r  t o  a c a r r i e r  f o r  t r a n s p o r t a t i o n  t o  mar­
k e t ,  o f  commodi t ies  p roduced  by p e r s o n s  o t h e r  t h a n  such f a rm e r  o r  mem­
b e r s  of  such f a r m e r s ’ o r g a n i z a t i o n  o r  group a r e  n o t  performed "as an  i n ­
c i d e n t  t o  o r d i n a r y  fa rm ing  o p e r a t i o n s " ,
( i i )  Rem unera t ion  p a id  f o r  s e r v i c e s  per formed by an  employee i n  t h e  
employ o f  any p e r s o n  i n  t h e  h a n d l i n g ,  p l a n t i n g ,  d r y i n g ,  p a c k i n g ,  packag­
i n g ,  p r o c e s s i n g ,  f r e e z i n g ,  g r a d i n g ,  s t o r i n g ,  o r  d e l i v e r i n g  t o  s t o r a g e  o r  
t© marke t  o r  t o  a c a r r i e r  f o r  t r a n s p o r t a t i o n  t o  m a r k e t ,  o f  f r u i t s  and 
v e g e t a b l e s ,  w h e th e r  o r  no t  o f  a p e r i s h a b l e  n a t u r e ,  i s  e x ce p ted  as rem unera­
t i o n  f o r  a g r i c u l t u r a l  l a b o r ,  p rov ided  such s e r v i c e s  a r e  performed as  an  
i n c i d e n t  t o  t h e  p r e p a r a t i o n  o f  such  f r u i t s  and v e g e t a b l e s  f o r  m a rk e t .
F o r  exam ple ,  i f  s e r v i c e s  i n  t h e  s o r t i n g ,  g r a d i n g ,  o r  s t o r i n g  o f  f r u i t s ,  
o r  i n  t h e  c l e a n i n g  o f  b e a n s ,  a r e  per form ed as  an i n c i d e n t  to  t h e i r  p r e p a r a ­
t i o n  f o r  m a rk e t ,  r e m u n e r a t i o n  pa id  f o r  such s e r v i c e s  may be ex c e p te d  
w h e t h e r  t h e  s e r v i c e s  a r e  performed In  th e  employ of  a f a r m e r ,  a f a r m e r s '  
c o o p e r a t i v e ,  o r  a commercial  h a n d l e r  o f  such  commodit ie s .
( i i i )  The s e r v i c e s  d e s c r i b e d  i n  s u b d i v i s i o n s  ( i )  and ( i i ) ,  above ,
do n o t  I n c lu d e  s e r v i c e s  per formed in  c o n n e c t io n  w i th  commercial  cann ing  
o r  commercial  f r e e z i n g ,  o r  i n  c o n n e c t io n  w i t h  any commodity a f t e r  I t s  d e l i ­
v e ry  t o  a t e r m i n a l  market  f o r  d i s t r i b u t i o n  f o r  consumpt ion .  Moreover ,  
s i n c e  t h e  s e r v i c e s  d e s c r i b e d  i n  such s u b d i v i s i o n s  raust be r en d e red  i n  
t h e  a c t u a l  h a n d l i n g ,  p l a n t i n g ,  d r y i n g ,  p a c k in g ,  p a c k a g in g ,  p r o c e s s i n g ,  
f r e e z i n g  g r a d i n g ,  s t o r i n g ,  o r  d e l i v e r i n g  t o  s t o r a g e  o r  t o  market  o r  t o
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a. c a r r i e r  f o r  t r a n s p o r t a t i o n  t o  m a rk e t ,  o f  t h e  commodity,  such s e r v i c e s  
do n o t ,  f o r  example ,  i n c lu d e  s e r v i c e s  per fo rm ed  as  s t e n o g r a p h e r s ,  book­
k e e p e r s ,  c l e r k s ,  and o t h e r  o f f i c e  em p loyees ,  even though  such s e r v i c e s  may 
be i n  c o n n e c t i o n  w i t h  such a c t i v i t i e s .  However,  t o  t h e  e x t e n t  t h a t  t h e  
s e r v i c e s  o f  such i n d i v i d u a l s  a r e  performed i n  t h e  employ o f  t h e  owner or  
t e n a n t  o r  o t h e r  o p e r a t o r  o f  a fa rm and a r e  r e n d e re d  in  m a jo r  p a r t  on a 
f a rm ,  t h e y  may be w i t h i n  t h e  p r o v i s i o n s  o f  p a r a g ra p h  (3 ) o f  t h i s  s u b s e c t i o n .
